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THE INCIDENCE OF THE PROPERTY TAX IN CANADA: 
A REVIEW OF THE LITERATURE 


An Overview of the Incidence of the Property Tax 


The conventional view of the property tax is that it is extremely 
regressive in its incidence, that is, that poor Canadians pay out more 
of their incomes as property taxes (either directly or indirectly, 
through higher payments for housing and other goods) than do rich 
Canadians. This appears to be strongly supported by the few 
quantitative studies of property tax incidence which have been carried 


out in Canada, as well as by many similar studies in the United States. 


All of these studies, however, like the conventional view of the 
regressivity of the property tax, rest on a particular analysis of the 
incidence of property taxes which was developed largely in the late nine- 
teenth century. Recently, the view that the property tax is unequivocably 
regressive has come under increasing attack from several quarters. One 
line of criticism has focused on the quantitative studies which have 
generally been taken to support the conclusion that the property tax 1s 
regressive. Some authors have shown that alternative assessments of 

the available evidence suggest that the incidence of the tax is likely 

to be closer to proportional than regressive, even if one accepts the 
traditional incidence theories. Others have taken the more agnostic 
position that the serious conceptual problems with all such incidence 
Studies mean that they can offer no clear support for any conclusion 


on incidence. 


A still more fundamental line of attack focuses directiy on the 
theoretical basis of the conventional view of property tax incidence. 
These critics have put forward a new view of the incidence of the 
property tax which, in essence, argues that the tax is not a tax on 
consumption (especially the consumption of housing services) as in the 
conventional view, but rather a tax on all owners of capital. Since 
the distribution of wealth is more concentrated than that of income, 
it follows that the new view is that the burden of the property tax 


in the country as a whole is distributed progressively. 


Although several quantitative studies reflecting this new view of 
property tax incidence have been carried out in the United States, 

and certain of its basic premises are now accepted to some extent by 
almost all academic analysts, the precise extent to which this model of 
incidence is more realistic than the model underlying the conventional 
view is still quite controversial. So, however, is the traditional 
theory on which existing quantitative incidence studies in Canada are 
based. Even those who by no means accept the new view in its entirety 
have been forced to admit that the old view was too simple and probably 
overstated. On balance, most current academic thought with regard to the 
incidence of the property tax appears to conclude that the tax as a whole 
iS proportional or even slightly progressive over much of the income 
range. There is, however, considerable dispute as to whether the tax is 
regressive for low-income people or not, with views ranging from no 
regressivity to considerable regressivity depending on the particular 


analyst. (Parenthetically, it should perhaps be emphasized that the 


effects of property tax credits and rebates on income distribution are 
not taken into account at all in this paper.) What the new view 

really does is to show that if property tax rates are changed in one 
city or province while remaining the same in all others, the effects 

on income distribution will tend to be quite different than if all 
property tax rates are changed at the same time. It must be emphasized, 
however, that this statement applies primarily to the property tax in 
Canada as a whole and not necessarily to the effects of changes in the 
tax in a particular province or municipality: from the provincial- 
municipal perspective a modified "old" view seems a better description 


of reality than even a modified "new" view. 


This review of the literature on property tax incidence suggests two 
lines of inquiry which might repay further research in Canada. The 
first would be to work out the quantitative implications of applying 
the "new view" (of which there are, in fact, various versions) of 
property tax incidence to Canadian data. While this task could be 
carried out fairly easily, its relevance for policy purposes may be 
rather questionable in view of the problems with all such Studies 


(irrespective of incidence assumptions) noted in this paper. 


The second area for further study would be to attempt to determine 

whether the facts in Canada correspond more closely to the assumptions 
underlying the conventional or the new view of property tax incidence. 
This task is obviously crucial to further work on this subject, but it 


seems unlikely that much progress can be made in the absence of most of 


the relevant facts (notably, the effective rates of property taxes in 
relation to market values by type of property and jurisdiction). This 
question is important since all views on property tax incidence, whether 
traditional or new, are based on assumptions about reality which have 
seldom been verified. The only exception with regard to property taxes 
relates to the partial capitalization of these taxes, a subject on 


which some good empirical work has been done. 


The present study does not itself pursue either of these lines. Instead, 
jt is intended simply as a summary of the literature on the incidence 

of the property tax, with particular attention to past studies in 

Canada and to the recent development of alternative approaches to this 
question in the academic literature. Since the scope of this study is 
nationwide, and since the new view of property tax incidence emphasizes 
the effects of the tax from a national perspective, the tax is generally 
discussed here from that perspective. It must not be forgotten, however, 
that the relevant policy-making units for the property tax are in fact 
the provinces and municipalities: from the point of view of any 
particular province or municipality, matters may look quite different 
than from a national perspective, as noted above. Similarly, the 
possibility of useful quantitative studies of the incidence of a 

change in property taxes seems to be generally better from a local than 


from a national perspective. 


Who Pays the Property Tax? 


The most obvious answer to the question posed in the title of this 
section is that property owners pay the property tax. This is not, 
however, the most common answer, either from the man in the street or 
from the many official reports which have touched on this question. The 
conventional wisdom is rather that the residential property tax is paid 
by occupiers, whether owners or tenants, while the non-residential 
property tax is passed on to consumers. It follows that "the real 
property tax is therefore essentially an occupancy tax whereby the value 
of property tax is an index of the value of its services to the occupier. 
That is, it is a kind of expenditure tax." ([6], nee ga3 ye Because 
“those on limited incomes pay a larger percentage of their disposable 
income for shelter, including the property tax, than those at higher 
income levels" ([24], p.1) and because "...the real estate levy accounts 
for a higher proportion of the income of poorer people since real 
property represents a greater share of their total assets than is the 
case with higher income groups" ([7], p.206), the result is that the 
“property tax, like a sales tax, is regressive in that it is not 


necessarily in line with ability to pay" ([24], p.1). Indeed, "the 


References in square brackets are to items listed in the 
bibliography at the end of this study. 


prime argument against the tax is that it is regressive and inequitable 


in that it bears most heavily on those least able to pay" ([3], p.99). 


These composite quotations capture fairly well the flavour of the usual 
indictment in Canadian official reports of the property tax as a 
regressive and inequitable levy. A more restrained statement along these 
lines appears in a recent Nova Scotia report, which concludes "...that 
there is fairly substantial evidence to support the contention that the 
property tax on average is regressive at the lowest income levels. It is 
probably not seriously regressive for other than the lowest income 
groups, on average" ([6], p.23-180). Even this report, however, argues 
that "...landlords shift at least a substantial proportion of the costs 
imposed by higher property taxes to their tenants in the form of higher 
rents. Most often landlords shift all, or more than all, of the costs" 
({[6], p.23-3). Indeed, the suggestion that landlords may pass on more 
than the cost of taxes even exceeds the more usual assumption "...that 
the landlord must incorporate in the rent, all, or a good part of the 
real property tax which he pays with respect to the leased premises" 


({20], p.95). Although this assumption is occasionally weakened by the 


recognition that "...a slump in housing demand could prevent an owner 
from shifting the whole burden to the tenant...." ({14], p.266), in 
general the consensus is clearly that "...the tax as a general rule, is 


shifted to the tenants, who pay it as part of their rent” ([13], p.16). 


Although few of the over two dozen reports examined attempt to support 
their reasoning on the way in which the burden of the property tax is 


distributed by income classes (its “incidence") by quantitative estimates 


of the sort discussed in the next section, they all agree, without 
exception, that the tax is regressive and not a good tax in terms of 
ability to pay (though occasionally Sympathy for it as a benefit tax is 
expressed ({12], p.30)). Similar sentiments may be found in most other 


Canadian writings on the property tax ([50], [60]). 


In addition to the basic assumptions on incidence outlined above, this 
conclusion also reflects the universally low esteem in which the 
administration of the property tax is held. Actual assessment practices 
are held by many to be an important cause of both distributive 
regressivity and unequal treatment of taxpayers in general. Apartment 
buildings, for example, are generally thought to be assessed at a higher 
proportion of value than single-family homes ([43], p.391). Other studies 
Suggest that older houses, and houses with larger lots, tend to be 
underassessed relative to newer houses on conventional subdivision lots 
({36]). Similarly, commercial and industrial properties tend to bear 
relatively higher taxes than residential properties, whether explicitly 
through different tax rates (see [5]) or implicitly through being taxed 
on a higher proportion of value (for example, [36]). In general, the 
impact of these various administrative biases, while not clear-cut, is 
probably towards imposing relatively heavier taxes on the poor than on 
the rich, at least if the conventional assumption about tenants bearing 


the tax is made. 


Despite the common negative appraisal of the property tax as regressive 
and inequitable in both principle and practice, only one study drew the 


conclusion that the tax was beyond redemption and should therefore be 
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abolished and replaced by a system of provincial grants, service charges, 
and municipal income tax [2]. All the other studies, despite their 
distaste for the property tax, found it to be too valuable as a source 
of local revenue for local purposes, and thus as a bulwark of local 
autonomy, to make such a drastic step advisable. Their recommendations 
therefore concentrated on improving the tax in two ways, first, by 
removing some of its more regressive features, and, second, by rectifying 
some of its more obvious administrative deficiencies. Split mill rates, 
exemptions, and property tax credits are among the devices suggested for 
the first purpose. In recent years the last of these has become 
increasingly popular. Provincial take-over of all or part of the 
assessment function, assessment at full market value, and more frequent 
reassessment are typical of the administrative changes which are 
recommended. Several provinces, notably Ontario, New Brunswick, and 
Prince Edward Island, have in fact taken considerable steps in this 
direction. Such administrative reforms may of course have a rationale 
quite apart from the desire to rectify the perceived regressivity of 

the conventional property tax system, but there is little doubt that 


this desire has played at least some part in their adoption. 


Quantitative Studies of Property Tax Incidence 


To date there have been nine quantitative studies of the incidence of the 
property tax in Canada. Four of these studies dealt with the property 
tax only (most with the residential property tax alone): one of these 
was for Manitoba only [2la] and two others were confined to a single 


city (Guelph, Ontario [33], and St. John's, Newfoundland [2]). A fifth 


[ 


study dealt with only one province, Ontario, but covered all taxes [31]. 
Finally, four studies, including two by the same author for different 
years, covered all taxes for the country as a whole. The most important 
characteristics of these studies are summarized in Table 1, and their 


key results are presented in Tables 2 and 3. 


The procedure followed in almost all these studies is basically the same. 
First, and most important, certain assumptions are made regarding the 
incidence of the property tax. That is, the studies are not independent 
"empirical" pictures of the incidence of the property tax; instead, they 
simply clothe particular theoretical assumptions in quantitative garb. 
Second, the total taxes collected are then allocated to the different 
income size classes in accordance with allocation bases which are chosen 
to reflect the assumed incidence of the various parts of the property 
tax. (The only exception to this was in the Guelph study [33], which 
directly matched property taxes and income for a sample of taxpayers in 
Guelph; a similar procedure was followed for all taxpayers in a recent 
Manitoba study [2la]). Finally, the taxes thus allocated are shown as 

a percentage of income by income size class. Corresponding to this 
procedure, then, there are three factors which affect the results 
displayed in tables such as Tables 2 and 3: (1) The income concept 
employed, (2) The allocation bases chosen, and (3) The initial incidence 


assumptions. 


The various Canadian studies, which have generally followed the lines 
laid down in the similar American studies summarized in Appendix A, have 


made considerable efforts to depict the sensitivity of their results to 
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different income concepts. Clayton [26], for example, used five different 
income concepts, and most of the others - except, interestingly enough, 
for the three "official" studies ([2], [2la], [33]) -- have used at least 
two such concepts. In sharp contrast, however, these studies have shown 
almost no variations in either of the other two factors. The only 
important exceptions are the studies by Gillespie, which allow for 
different assumptions regarding the incidence of that portion of the tax 
which falls on improvements on rented residential property. Although the 
allocation of only about 15 percent of the total property tax payments 

in 1961 was affected by assuming the tax on this element of the tax base 
to be borne by landlords rather than tenants, this change alone proved 
sufficient to make the property tax mildly progressive in income classes 
over $5,000 [27]. This result points up the importance of the assumption 
that the tax on rented residential property is shifted to tenants in 
producing the regressivity demonstrated by the property tax as a whole 

in all of the studies surveyed here. As Maslove ([32], p.75) says: 
"Clearly the most regressive components of the overall tax system are 
those taxes levied by municipal governments. Foremost among these, of 


course, are the municipal property taxes." 


The variations in incidence shown in the studies summarized in Tables 2 
and 3 are in fact less important than the overwhelmingly regressive 
incidence pattern which they appear to demonstrate quantitatively. The 
differences in the precise numbers shown arise partly from the different 
data bases (year and place) used and partly from the different income 


concepts employed in the various studies. With the exception noted 
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above, there are no significant differences in the assumed incidence of 
the tax apart from the extent to which the tax base is disaggregated 

(see Table 1). In the most complete studies ([27], [28], [31], [32]), 
the tax on land is always assumed to rest on the landowner, but the taxes 
on improvements are assumed to rest on owners for owner-occupied 
residences, on tenants for rented residential property, and on consumers 


for farm and business property. 


Since the portion of the property tax assumed to fall on land is 
relatively small, ranging from 24 percent in Maslove [32] to 30 percent 
in Gillespie [28], the estimated overall incidence of the tax in these 
Studies reflects basically the effect of these assumptions about the 
incidence of the tax on improvements. Since consumption expenditures 
(and especially expenditures on food and shelter) form a larger fraction 
of the income of the poor than of the rich, the demonstrated regressivity 
of the property tax is, so to speak, foreordained by the choice of 


these incidence assumptions. 


As noted above, all that studies such as those summarized here can do is 
to clothe in numerical dress the bare bones of an underlying theoretical 
model of the incidence of the property tax. In no sense do they 
constitute either a test of this model or an independent piece of 
evidence supporting it. To find out who really pays the property tax, 
then, it is necessary to look a little more closely at the traditional 


incidence assumptions embodied in these studies. 
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Table 2 


Estimates of the Incidence of the Property Tax in Canada, 


Various Years 


(Income Classes in thousands of dollars; other figures in percent.) 


Goffman, 1957 (29) Clayton, 1958 (26) Gillespie, 1961 (27)° 
Income Tax as % Income Tax as % Income Tax as % 
Class of Income Class of Income Class of Income 
Less than ] 6.9 Less than 2 8.4 Less than 2 8.0 
1-2 Che 2-3 Ae), 2-3 4.9 
2-3 4.0 3-4 4.3 3-4 4.5 
— 3-4 Sys) 4-5 4.0 4-5 Aes 
4-5 g20 5-7 Sue): 5-7 4.0 
5-7 O74 7-10 oa 7-10 4.0 
7 and over 3.4 10 and over 2.3 10 and over AL] 
Gillispie, 1969 (28)° Maslove, 1969 (32)? 
Income Tax as % Income Tax as % 
Class of Income Class of Income 
Less than 2 rhs Less than 2 11.6 
2-3 63 2-3 71.6 
3-4 a 3-4 6.4 
4-5 4.8 4-5 5.6 
5-6 4.6 5-6 5.0 
6-7 4.8 6-7 4.5 
7-10 Aa7 7-8 4.5 
10-15 4.7 8-9 4.6 
15 and over 3.9 9-10 4.4 
10-1] A°7 
11-12 4.0 
12-15 3.8 
15 and over 3.5 


Notes: (1) Residential property tax only. Income concept is "broad 
disposable income, adjusted". 


(2) Assuming tax on rented residential property is shifted 
to tenants. Income concept is "adjusted broad income". 


(3) Total of municipal and provincial property taxes. Income 
concept is "full income". 
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Table 3 


Other Estimates of the Incidence of the Property Tax, 


Canada Various Years 


(Income Classes in thousands of dollars; other figures in percent.) 


Ontario, 1961 (31) St. John's, 1967 (2)! Guelph, 1968 (33) 
Income Tax as 4% Income Tax as % Income Tax as % 
Class of Income Ciass of Income Class of Income 
Less than 2 7.0 Less than 25 5.0 Less than 2.5 18 
2-3 3.9 2.5-3.0 eT 2.5-3.0 10 
3-4 AS] 3.0-3.5 6. 4, 3.0-3.5 8 
4-5 3.8 3.5-4.0 = 3.5-4.0 7 
5-7 3.6 4.0-4.5 2n7 4.0-4.5 7 
7-10 3x2 4.5-5.0 2.5 4.5-5.0 6 
10 and over 3.4 5.0-5.5 ee 5.0-5.5 5 
5.5-6.0 0.8 5.5-6.0 5 
6.0-6.5 1e4 6.0-6.5 5 
6.5-7.0 1.8 6.5-7.0 5 
Manitoba, 1973 (21a) 7.0-8.0 1.9 730-725 4 
8.0-10.0 ee 7.5-8.0 4 
Income Tax as % 10 and over” 1.0 8.0-8.5 4 
Class of Income 8.5-9.0 4 
9.0-9.5 4 
Less than 2 18.3 9.5-10.0 4 
2-5 6.3 10-12 4 
5-8 4.) 12-15 4 
8-12 3.8 15-20 3 
12-20 a2 20-25 3 
20 and over 2.2 25-50 2 
50 and over |] 


Notes: 1 For owners only: incidence for tenants shows similar 
pattern. 


2 Not available. 


Theoretical Basis of the Conventional View 


The traditional approach to the incidence of the property tax starts with 
dividing the tax into two principal components, the tax on land and the 
tax on improvements (or structures). As land is assumed to be in fixed 
supply, it follows from elementary economic analysis that the tax on 

land has to be borne by landowners alone because they cannot shift the 
burden to others through altering the quantity of land supplied. The 
supply of structures can be altered through investment decisions, however, 
so that the portion of the property tax wnich falls on structures can be 
shifted forward to the consumers of the services provided by structures. 
If the supply of structures is assumed to be perfectly elastic in the 

long run (that is, any amount will be supplied at the given rate of 
return), all of the tax on structures can thus be shifted forward to 
tenants for rented residential property and to the consumers of the goods 
and services produced by commerce and industry for non-residential 
property. Similarly, for owner-occupied residences, the tax on structures 
is borne by the owners in proportion to their (imputed) housing 
expenditures. As seen in the previous section, precisely these are the 
assumptions used in all extant Canadian estimates of property tax 


incidence. 


Even when this general theoretical framework is accepted, however, a 
good many qualifications really need to be taken into account before 
applying this model to the real world. This need for caution holds even 
with respect te the land portion of the tax. In the first place, the 


theory does not imply that the tax on land should be allocated in 
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proportion to the present ownership of land, as is done in all Canadian 
studies. On the contrary, if the supply of land is fixed, present 
landowners bear only those increases in property taxes which have been 
imposed since they obtained the property. All earlier taxes were 
(wholly or partly, depending on a number of factors) capitalized, that 
is, resulted in a reduction of the selling price of the land at the 

time they were imposed. These taxes were therefore borne by the 
previous owners and their heirs, since the present owners paid 
sufficiently less for the taxed property to ensure that they receive 

a normal rate of return after paying the normal property tax. As 

Shown in Appendix B, there have been a number of studies of property tax 
capitalization in recent years, most of which confirm the existence of 
this phenomenon. To the extent that past land taxes have been 
capitalized, it may, as Aaron ([63], p.23) suggests, make some sense 

to allocate land taxes in proportion to the ownership of capital in 
general rather than present land ownership alone. Current landowners 
can be said to bear the tax only in the sense that they would be gainers 
if it were removed. It is not clear, however, whether admitting 
capitalization of this sort into the analysis means that the 

incidence of the tax is more or less progressive by income class 


than would otherwise be the case. 


A second question about the applicability of the conventional theory 
of land taxation concerns the assumption that the supply of land is 
fixed. In the case of agricultural land, for example, it is clear that 
this assumption is highly questionable, since agricultural land is far 


from costless ([118], pp.167-168). More generally, from the point of 


2] 


view of any particular taxing jurisdiction, it is also not true that the 
supply of land is fixed: not only can new land be created through 
landfill operations, but municipal boundaries can be altered [78]. If 
the supply of land is not fixed, taxes on land tend to affect the 
quantity of land supplied, which means they may be shifted to other 


factors of production or to consumers rather than capitalized. 


A final point on the application of the traditional theory of land 
taxation in incidence studies concerns the importance of the land 
component in the property tax base. The various studies summarized in 
Table 1, for example, assumed that from 24 to 30 percent of the total 
property tax is a tax on land. The empirical basis for these figures 

is extremely shaky, however -- and perhaps becoming even more so as such 
important jurisdictions as Ontario move away from even attempting to 
assess land values separately. Gaffney [66] has argued persuasively in 
the case of the United States that the share of land in property values 
is much higher than the equivalent estimates in incidence studies there, 
and, furthermore, that the land share of value tends to be higher the 
higher the property value (in part owing to conventional assessment 
procedures). If the same is true for Canada, as is suggested by some 
data in [36], the proportion of the property tax which is taken to be 
shifted forward to consumers on the conventional assumptions is over- 
stated for this reason in the usual analysis. All these arguments apply 


to both residential and non-residential land alike. 


Turning to that part of the property tax which may be assumed to fall on 


structures, a number of other questions may be raised on the way in which 
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the traditional theory has been applied in quantitative studies of tax 
jncidences. In the first place, the assumption that property taxes are 
shifted to tenants in proportion to their rental payments assumes that 
the ratio of property values to rents is constant at all income levels. 
Although this is a matter of some dispute (see [74]), there is a certain 
amount of evidence that these value-rent ratios actually rise as rents 
rise, that is, that low-rent units tend to be relatively even lower in 
value terms ([74a], [63], pp.33-34). In itself, this phenomenon would 
make the incidence of the tax on rented residential structures more 
progressive (assuming richer people live in higher-rent units). In 
practice, however, the effects of this bias may well be offset, or 

more than offset, by the characteristically higher relative assessment 
on multifamily dwellings than on single-family dwellings [36]. 
Variations in the extent to which taxes on capital values are reflected 
in rents also make uniform shifting less likely. Whatever the facts in 
a particular situation -- and it is obvious that there may be wide 
variations from place to place -- it seems clear even within the 
traditional framework that there is little reason to expect that all 
residential property taxes on structures will be borne by occupants 
precisely in proportion Y, housing expenditures, as is conventionally 


assumed. 


The similar assumption generally made about the tax on non-residential 
structures is even more questionable owing to the different relative 
importance of taxed structures in the production of various goods which 


means that the tax is not proportional to output. It therefore cannot 
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be simply shifted forward by those firms which use many taxed structures 
without the risk of losing some business to firms which use fewer taxed 
structures and consequently have to raise their prices less to recoup the 
tax ([66], p.419). Even on the traditional assumptions, then, full 
forward-shifting of the tax on commerce and business seems implausible. 
(In addition, the fact that families at the same income level may consume 
widely varying baskets of goods and services means that the dispersion 

of even a shifted tax within income classes may exceed that between 
classes. This last comment may, of course, be made about all income 


class estimates of tax burdens. ) 


A final criticism of the conventional application of the traditional 
view of the incidence of the property tax is that an inappropriate 
income concept is used. Without going into detail on this complex 
matter, one argument is that a more appropriate concept than some 
version of current annual income (as used in all Canadian studies) is 
what is called "permanent" or "normal" income, because the latter gives 
a more accurate picture of the real economic circumstances of households 
and is therefore more relevant as a measure of ability to pay [63]. 
Since in any year a number. of families are only temporarily in the lower- 
income classes (while their consumption patterns are adjusted to higher 
incomes), the result of comparing property tax burdens under the 
conventional assumptions with annual income is to overstate the 
regressivity of the tax. Aaron, for example, has argued that when 
compared to normal income the property tax is roughly proportional, 


being slightly progressive for owners and slightly regressive for 
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tenants ([63], p.36). Although this conclusion is disputed by some, 
others have gone even further and suggested that any income concept 
tends to be misleading when discussing the distributional effect of 
taxes on wealth ([66], p.423, [118], chap.10). These arguments do not, 
of course, affect the fact that taxpayers may have insufficient current 
income to pay the tax even if on some long-run basis it does not 
constitute an undue levy. This liquidity problem, it has been suggested 


[74], is of concern to many policy makers, and correctly so. 


More fundamentally, not .only the statistical basis, but also the 
methodological validity of the usual sort of study of tax burdens has 
been substantially called into question in a series of recent discussions 
({119], [120], [121], [122], [123], [80]). The essence of this line of 
criticism is that numbers such as those in Tables 1 and 2 are so devoid 
of meaning as to be irrelevant as a guide to policy formulation. No one 
can be sure that the estimates arrived at in such exercises are a close 
enough approximation to reality to be useful, largely because there is no 
reason to think that the existing income distribution (which is compared 
in these studies with the estimated allocation of the tax by income 
class) is anything like the distribution which would exist under a 
different tax system. This criticism, of course, applies to all 
quantitative estimates of the incidence of a major levy like the property 
tax, whether these estimates are based on old or new theoretical 


assumptions. 
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The New View of Property Tax Incidence 


In a sense, the conventional view of the incidence of the property tax 

is that those who pay the tax over to the government, the owners of 
property, do not, except for owner-occupiers, in fact "pay" the tax: 
rather, they shift the burden on to tenants and consumers. Oddly enough, 
the "new view" of property tax incidence is that property owners do pay 
the tax -- not just the owners of the taxed property, however, but all 
property owners. The key factor underlying this change in resuit is a 
change in the perspective from which the problem is viewed. The 
traditional view deals, in effect, with the incidence of the tax ina 
particular locality; the new view, on the other hand, focuses on the 
incidence of the tax in the country as a whole. It is not too 

surprising that when the perspective is thus changed, something different 
is seen. (In contrast, note that all the studies cited earlier employed 
almost exactly the same incidence assumptions, whether they were 


concerned with a city, a province, or the country as a whole.) 


Although usually called the "new" view, the major features of this 
analysis date back at least to 1924 [65]. These ideas have become really 
popular, however, only since Mieszkowski's 1972 paper [69], which 
advanced with respect to the property tax an approach which he and others 
had been developing for the previous decade. The following summary of 
this view draws primarily on recent presentations of this approach by 


Break [64], [64a], and Aaron [63]. 
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To begin with, an initial assumption is made that the property tax is 
imposed at a uniform rate on all forms of property. If the total supply 
of land and capital is fixed and certain other conditions are met, the 
burden of such a tax must be borne in proportion to the ownership of 
capital for, in essence, the same reason as a land tax is borne by 
landowners in the traditional analysis. The tax will therefore have no 
effects on the price of housing or other goods: all it will do is to 
lower the profits and rents of capitalists and landowners. Since capital 
ownership is much more highly concentrated than income, the incidence 

of such a tax must be highly progressive. Despite the various 
qualifications and modifications noted below, the essence of the new 
view is thus that the property tax may, on a nationwide basis, be 
considered initially to be a capital tax, affecting the rate of return 
on all capital, and therefore progressive in its incidence. From this 
perspective, it does not matter whether the tax is levied on capital 
held in the form of residential property or non-residential property: 


the final incidence will be on all owners of property. 


Those who argue this way recognize, of course, that in reality the 
property tax is not the uniform tax assumed in the above paragraph. 

Some forms of capital are exempt from tax, and there are wide variations 
in the effective rate of tax (the rate in relation to market value) 

both by type of capital and by taxing jurisdiction. These variations 
give rise to "excise tax effects", which may be analyzed more or less 
along the traditional lines sketched in the previous section. 


Differential taxes on land in fixed supply, for example, will be 


capitalized, while differential taxes on reproducible capital (such 
as between residential and non-residential structures) will lead to 
movements of capital among industries and jurisdictions in such a 
fashion as to tend to offset these differentials. These movements 
in turn will affect wage rates as well as other factor and product 
prices in a complicated fashion that has not yet been worked out 

in theory (let alone practice). It is quite unclear as to whether 
the net balance of these excise tax effects will be progressive, 
regressive, or proportional in incidence. Aaron suggests that on 
balance they are more likely to be progressive, because higher tax 
rates tend to occur in jurisdictions with higher income levels 
({63], p.45). If this is the case, the basic progressivity of the 
property tax owing to its nature as a tax on capital is of course 
enhanced. On the other hand, not every household in a higher income 
area enjoys the higher income, so this line of argument is not all 
that convincing. A proposition which may be more soundly based is 


that landowners will bear a substantial proportion of the tax 


differentials within major urban areas because of the higher mobility 


of workers and households [64a]. 


The general conclusion of most of the literature on the new view of 


property tax incidence is thus that the tax is borne much more in 


et 


proportion to the receipt of income from capital than it is in proportion 


to consumption, whether of housing or in general. In other words, the 
new view of the property tax is that it is fundamentally a progressive 


rather than a regressive tax. Appendix A summarizes a number of recent 
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quantitative studies in the United States which show exactly this result. 
While no such studies have yet been carried out in Canada, the only 
published statement in this country which shows any awareness of the 


new view appears to accept it fairly uncritically [55]. 


A number of important qualifications to the new view need to be made, 
however. In the first place, there is substantial dispute as to the 
relative importance of the excise tax effects (those related to the 
deviations in the effective taxes levied on different types of property, 
and in different jurisdictions). Netzer [74] has, for example, argued 
that these effects are so pervasive as to render meaningless the concept 
of the property tax as a general capital tax. There is also, as noted 
above, controversy as to what the distributive impact of these effects 

is likely to be. Even the strongest critics of the new view, however, 
appear to agree that the assumptions employed in earlier quantitative 
analysis made the property tax look far more regressive than it probably 
is [74]. Thus Netzer, whose 1966 study is generally taken as the "bible" 
on this question in Canadian studies, in a 1973 consideration of the 
question concluded that "...even if forward shifting were the rule, the 
incidence of the tax would not necessarily be regressive" and said "I 
agree with the critics that the property tax need not be obnoxious on 
equity grounds" ([74], pp.534-535). These comments presumably apply also 


to all Canadian studies. 


Secondly, the new view assumes that the supply of saving is fixed and 
will not decline when capital (assumulated saving) is taxed. If, instead, 


the property tax results in less saving, the capital stock will fall, and 


29 


the tax burden will tend in the long run (which may be very long) to be 
shifted in part to less mobile factors such as labour and, in an 
interesting reversion to more traditional ideas, land. This point may 
be particularly significant in a partly open country like Canada, where 
the transnational mobility of capital is high but that of labour is low. 
If the average effective Canadian property tax rate is, for example, 
higher than that in the United States, the Canadian capital stock will 
tend to shrink until the before-tax rate of return on capital in Canada 
has risen sufficiently to offset the tax differential. The principal 
burden of the differential might then be felt in the form of lower real 
wages. Since labour income constitutes a larger proportion of total 
income at lower income levels, the distributive result of this process 
would be regressive. On the other hand, if the average tax rate were 
lower in Canada, the result would be progressive. In addition, if the 
effect of the average capital tax in North America as a whole were also 
to reduce the level of saving and consequently the capital stock, 


Canadian workers might suffer a double blow. 


While it must be stressed that these and other possibilities are supported 
by no factual evidence, they all serve to reduce the level of confidence 
One has in the unadorned new view, without, however, restoring in any way 
the confidence lost in the traditional view as providing a reliable guide 
to the incidence of the property tax in Canada as a whole. The 
imperfectly competitive markets which pervade the real world, for example, 
may lead some to argue that landlords will use tax increases as an excuse 


for raising rents, so that there is a short-run shifting of the property 
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tax which takes place even before the capital and excise tax effects 
come into play [70]. This analysis tends to fall afoul, however, of 

the value-rent differentials noted above: since the tax is not 
proportional to rent, even collusive landlords not previously exercising 
their full market power will have trouble shifting it uniformly. Rent 
control, however, will generally make such shifting more likely. Again, 
the applicability of this analysis to any specific real world situation 


requires much more detailed discussion than is possible here. 


Finally, it deserves note that all this discussion becomes even more 
obscure if one takes into account the fact that property taxes basically 
finance municipal expenditures. Because there is a "benefit" element 

to all local taxes for local purposes, it can be argued that it is not 
legitimate to consider the distributive impact of the tax without 
considering that of the expenditure also [80]. If, for example, higher 
taxes are offset by better public services, there need be no movement 

of capital to lower-tax jurisdictions. Since the usual context in which 
this issue is discussed in Canada is the potential replacement of the 
property tax by an income (or other) tax, however, the usual framework 
of tax incidence analysis (which assumes that expenditures remain 
unchanged) seems appropriate -- perhaps more so here than in the United 
States where localities as a rule have more local control over both 


expenditures and revenues. 
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The Current State of the Art 


Although the above summary has had to be highly compressed, it should be 
clear from it that the current state of the art with respect to the 
incidence of the property tax is basically unsatisfactory. As Break put 
it: "The present state of knowledge about the incidence of the general 
property tax is like that of an audience at the end of the second act 

of a complex mystery drama. The degree of uncertainty about the final 
outcome is probably greater than it was at the end of the first act, but 
at least some of the seeming certainties of the first act have been 
dispelled" ([64], p.164). In these circumstances, the most sensible 
attitude is probably that of the agnostic rather than the true believer 


in one or the other creed. 


Nevertheless, three statements about the present state of affairs seem 
justified. The first is that the conventional view, as embodied in the 
various Canadian reports and studies summarized above, almost certainly 
overstates the regressivity of the property tax as a whole because it 
considers only the “uses-of-income" side of household budgets and not the 
equally important "sources-of-income" side. While this ancient levy is 
certainly not the best of all possible taxes, it is also, it now seems, 


not the hopeless fiscal villain it has sometimes been made out to be. 


Secondly, a good deal of further work in the development of property tax 
incidence theory can be anticipated in the near future, as can various 
attempts to confirm or deny the empirical soundness of this or that 


assumption in the new (or traditional) view. The result of more activity 
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along these lines will unquestionably be increased uncertainty about the 
incidence of this tax for some time to come. The general-equilibrium 
approach to tax incidence is a new art, with a long way to go before it 
develops into a science with obvious direct policy implications. To 
repeat, however, this does not mean that the old view holds firm because 
the new view proves unsteady: instead, the main point is that all views 


on property tax incidence are, and will remain, unsteady. 


In this context, it becomes particularly important to specify clearly 

the questions that one is concerned with when one considers the incidence 
of the property tax. If one's major concern is with a particular tax 
change in a particular city, something much like the (modified) traditional 
view of incidence may well be close to the truth; if one's major concern 

is with the incidence of property taxes in general, tne (modified) new 
view is likely to be closer (especially if the average tax rate in Canada 
is close to that in the United States). In either case, close attention 
will have to be paid to far more variables and specific conditions than 


in previous Canadian studies. 


Finally, no matter what one thinks of the incidence of the property tax 
when viewed as a concept, the way in which the tax is administered 
remains vitally important, particularly to how citizens perceive the tax, 
and how they react to proposals to change its role in the fiscal system. 
A tax which is frequently reassessed on a uniform, province-wide basis 

at market values, aS so many reports have urged, would be a quite 
different tax from the present non-uniform, infrequently altered, often 


locally-administered levy found in most parts of Canada. The elimination 
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of the various differentials attributable to the present uneven 
administrative system would of course lead to windfall capital gains 
and losses insofar as the differentials had been capitalized, but the 
result might be a more uniform and hence a more progressive or less 


regressive tax. 


Implications for Studies of Property Tax Incidence in Canada 


As indicated throughout this discussion most of the recent work on the 
incidence of the property tax has been carried out in the United States. 
Some modification of this discussion seems needed before it can be applied 
in Canada. In the first place, Canada is, relative to the United States, 
an economically small country, and one which is very open. In particular, 
capital is highly mobile across the border, so the rate of return on 
capital in Canada is probably set in a fundamental way by that in the 
United States. Secondly, the provincial role in the property tax field 

is much bigger in Canada than is the role of the states in the United 
States. Not only is the tax now basically provincial in New Brunswick 

and Prince Edward Island, as well as in Ontario with respect to 
assessment, but local rates are everywhere partly determined by provincial 
grant levels which tend in turn to be distributed in part to offset 
inequalities in local tax base. In short, the intraprovincial tax 
differentials in Canada seem likely to be smaller than those in the 

United States. Since most provinces are bigger than the states in 
relative size anyway, and interprovincial differences are in turn offset 
Slightly by federal equalization of school taxes, it seems possible that 


the variations in effective property tax rates within Canada as a whole 
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are less than those in the United States. Further research on these two 
fronts is needed before the applicability or otherwise of the new view to 
the property tax in Canada as a whole can be determined with much 
confidence. As for provincial and local policy makers, the relevance of 
the new view to them depends largely on whether their jurisdiction is the 
only one contemplating a change or whether all jurisdictions are likely to 
make the same change: in the latter case, a (modified) new view may be 


more relevant than a (modified) traditional view. 


In all cases, information is ideally needed on many other points --.the 
elasticities of substitution in production and consumption, the 
elasticities of supply and demand for capital, the mobility of factors, 
factor intensities, degree of competition, initial tax structure and its 
income effects, etc. All of these facts are extremely difficult to 
determine, and in all probability they will not in reality be determined 
very surely in Canada for years to come. One approach which might repay 
further work, however, would be to make various extreme assumptions 

(e.g. capital perfectly mobile or perfectly immobile) about each of these 
key variables and to trace out the consequences for property tax incidence. 
Simulation exercises along these lines may, if desired, be used to 


generate new quantitative studies of property tax incidence. 


The results of such studies may look very different indeed from those 
summarized in Tables 1 and 2 above. They will not, however, necessarily 
mean any more than the previous studies because of the severe conceptual 


and statistical problems bedevilling all such incidence exercises (even 
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assuming there are full agreement on the applicable incidence assumptions). 
In these circumstances, then, the safest path for policy makers might be 

to pursue those policies that would be considered desirable whatever the 
incidence of the property tax turned out to be. When this option is not 
open, a good deal of caution seems called for in assuming the applicability 
of any theory of the incidence of the property tax. This conclusion may 
give little comfort to policy makers, but it is an accurate reflection 


of the current state of thought on this complex and important matter. 
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Appendix A 


Quantitative Studies of Property Tax Incidence in the United States 


The methodology employed in the Canadian studies summarized in the text 
was derived largely from that developed in similar studies in tne United 
States, notably the pioneering study by Musgrave [85]. Another influential 
early study was that by Bishop [82]. Table A-1 (based on Aaron [63], 
p.26) summarizes three of the most recent U.S. studies employing variants 
of this traditional methodology. Although these studies employed 
somewhat different income concepts and shifting assumptions, they al] 
Showed the property tax to be regressive throughout virtually all income 
classes, to varying degrees. As discussed in the text, these results 
reflect the traditional incidence model and are therefore subject to 
question for this reason. Their significance is also subject to severe 
doubts on other conceptual and statistical grounds: in addition to the 


text discussion, see [119], [120], and [123]. 


A number of other recent U.S. studies have estimated the property tax as 

a percentage of income using assumptions closer to the new view of property 
tax incidence. Table A-2 summarizes several of these studies. While 
subject to many of the same conceptual doubts as the quantitative 

estimates employing the traditional incidence methodology, the studies 

in Table A-2 are sharply different from those in Table A-1 in one key 
respect: they show the property tax to be progressive throughout much 


of the income range. 
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As discussed in the text, all these studies simply clothe in numbers the 
theoretical assumptions which underlie them. Rather than supporting this 
or that view of tax incidence, these quantitative estimates simply 
illustrate what the distribution of the tax burden would be if the 
incidence assumptions were true. The numbers in Table A-2 therefore 
have no more inherent significance than those in Table A-1. What they 
do suggest clearly, however, is the importance of the traditional 
incidence assumptions in producing the conventional view that the 
property is a regressive tax. Where these assumptions are called into 
question, so are the numerical estimates which are often incorrectly 
used to support the assumptions. The fact that estimates from two 
studies (Pechman [87] and Musgrave [86]) appear in both tables simply 
reinforces this point. Indeed, the Musgrave study presents three other 
incidence estimates in addition to those shown in these tables. The 
uncertain state of the art could not be made plainer than by this study 
(which, it should perhaps be noted, is simpler than it could be because 
it ignores the (possibly) different incidence of that portion of the 


tax which affects land rather than improvements (see [68]). 
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Table A-1 


Traditional Estimates of the Incidence of the Property Tax by 


Income Class, United States, Various Years 


(Income Classes in thousands of dollars; other figures in percent. ) 


Netzer (73) | Musgrave 86)¢ Pechman (87)°9 
Income Property Income Property Income Property 
Class Tax as % Class Tax as % Class aX, ase 

Less than 2 7.4 Less than 4 ay Less than 3 ees 
2-3 el 4.0-5.7 Say 3-5 4.8 
3-4 4.7 5.7-7.9 4.7 5-10 ooo 
4-5 4.9 7.9-10.4 4.3 10-15 She 
5-7 4.0 10.4-12.5 4.0 15-20 Sec 
7-10 Sa, A 7/8) ahaa 20-25 Bol 

10-15 4.2 Tye 5=2770 Gad 25-30 Sel 
15 and over 4.1 2p 1 Os0040) Site 30-50 B20 
3535-9220) “9 50-100 e260 
92 and over ee 100-500 2.4 
500-1 ,000 vey 
1,000 and over 0.8 

Notes: 1 Money Income. Tax on owner-occupied single family structures 


borne by occupiers; tax on rental and multi-family structures 
borne in proportion to rent paid; tax on residential land 
borne in proportion to rental income; non-residential tax 
partly shifted forward to consumers, partly borne by owners. 


2 Broad income (including accrued asset gains). Tax on owner- 
occupied housing borne by owners and on rental housing by 
tenants; non-residential tax half shifted to consumers and 
half borne by all asset holders in proportion to capital 
income. 


3 Broad income (different from (2) ). Tax on land borne by 
landowners; tax on all structures borne in proportion to 
housing expenditures and consumption. 
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Table A-2 


New Estimates of the Incidence of the Property Tax by 


Income Class, United States, Various Years 


(Income Classes in thousands of dollars; other figures in percent.) 


Pechman (37)! Musgrave (36)¢ Ladd (68)? 
Income Property Income Property Income Property 
Class Tax as % Class Tax as % Class Tax as % 

Less than 3 “det Less than 4 2.5 Less than 3 2 
3-5 ra 4.0-5.7 4.4 3-5 5.4 
5-10 2.0 5.7-7.9 2am 5-10 3.6 

10-15 eas 7.9-10.4 2.3 10-15 coo 
15-20 rae 6 10.4-12.5 2.0 15-20 2.9 
20-25 2.6 12.5-17.5 dee | 20-25 3.7 
25-30 Soy 17.5-22.6 5 | 25-50 ee! 
30-50 4.5 22.0-35,5 5b 50-100 14.1 
50-100 bee 35.5-92.0 fie 100-500 22.4 
100-500 52 92 and over 9.9 500-1 ,009 24.5 
500-1 ,000 9.6 1,000 and over 18.2 

1,000 and over 10.1 
Notes: 1 All taxes borne in proportion to property income in general. 


See also note (3), Table A-1. 


2 All taxes allocated in proportion to total income from 
capital. See also note (2), Table A-1. 


3. Tax on land borne by landowners; taxes on improvements 
borne by income from capital. 
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Appendix B 


Empirical Studies of Property Tax Capitalization 


The price at which a capital asset sells in principle equals the 
discounted value of the stream of net income which the asset is expected 
to yield in the future. The imposition of a tax on some assets and not 

on others may therefore be expected to lead to a fall in the price of the 
taxed asset relative to that of an otherwise equally valuable asset, by 

an amount just sufficient to make the total cost (including tax) of owning 
the two the same. The only exception to this result (in a perfect market) 
should be if the tax is shifted, whether to consumers (as in the 
conventional view of incidence) or, through altering the rate of return, 
to all owners of capital (as in the new view). In either case, however, 
there will still remain significant variations in effective property taxes 
both within and across jurisdictions which cannot be shifted and ought 
therefore be capitalized through lower prices. To the extent that such 
capitalization takes place, the owner of the property at the time the 

tax is imposed bears the entire burden of the tax, since future purchasers 


will pay only the new, lower prices. 


In recent years a number of empirical studies of the degree to which 
variations in property tax rates are capitalized in this fashion have 

been carried out, largely in the United States. These studies, like all 
empirical work in economics, have encountered numerous conceptual and 
statistical problems. While some of these difficulties have been resolved 


by means of more explicit specification of the hypothesis to be tested, 
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more disaggregated data, and more careful econometric techniques, these 
studies can doubtless be further improved in the future. Although, 

as it happens, the only capitalization study using Canadian data (by 
Wales and Wiens [114] on Surrey, B.C.) found no evidence that property 
taxes were capitalized, the bulk of the evidence to date suggests that 
differentials in the effective rates of property taxes, whether within 
or across jurisdictions, are capitalized to a significant extent. The 
major relevant studies are summarized in Table B-1. It should be 


possible to do more careful and systematic work on this subject in Canada. 


Table B-1| 
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summary of Empirical Studies of Property Tax Capitalization 


Author 


Cross-Jurisdiction 
Differentials: 


Jensen (104) 


Daicoff (95) 


Woodard and Brady 
(116) 


Moody (106) 


Orr (109) 


Oates (107), (108) 


Data 


15g SS eCOUNLL Les. 
1919-1924. 


20 townships, 3 
cities in Washtenaw 
County, Michigan 
1951-1957; also 
individual sales 
data. 


238 farms in Ohio 
and Indiana, 
1962-1963. 


1,300 single-family 
residences in San 
Francisco and San 
Mateo County, 1962. 


31 municipalities 
in Boston area, 


53 municipalities 
in northeastern New 
Jersey, 1960, 1963. 


Results 


Strong evidence of 
capitalization of 
farmland values. 


No evidence of 
capitalization. 


Strong evidence of 
capitalization. 


Evidence of 
capitalization. 


Evidence of 
capitalization; 


Evidence of almost 
full capitalization. 


Comments 


Tabular 
presentation 
only. 


No allowance 

for price level 
changes on public 
service 
differences. 


Serious 
estimation 
problems 

(omitted 
variables, multi- 
collinearity). 


Includes study of 
effects of 
improved public 
transit on 
property values. 


Various statistical 
([99], [100], 

[110]) and conceptual 
aaa eae 


problems. 


Incorporates public 
service level 
factor; (108) is a 
reply to Pollakowski 
CLT 2)% 
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Pollakowski (112) 


Edel and Sclar 


Hyman and Pasour 
(101, (TU?) 


Gustely (98) 


Within-Jurisdiction 


Differentials: 


TableB=hticontid) 


19 cities in San 
Francisco area, 
1960, 1963. 


Municipalities in 
Boston area, 1930, 
1940, 1950, 1960, 
1970. 


106 incorporated 
towns in North 
Carolina, 1970. 


Cities and towns 
in Syracuse area, 
1970. 


Wicks, Little and Missoula Country, 


Beck (115) 
Smith (113) 


King (105) 


Montana, 1965-1967. 


San Francisco, 1967. 


1,892 single-family 


homes, New Haven, 
1967-1969. 


Insignificant 
results. 


Evidence of 
capitalization. 


Little evidence 
of capitalization. 


Evidence of 
capitalization; 
Stronger for 
school taxes 

than for other 
taxes; especially 
in urban areas; 
little effect on 
rents. 


Evidence of 
capitalization. 


Evidence of 
capitalization. 


Evidence of © 
capitalization. 


Basically a 
ertiica 

comment on Oates 
(107); model 
found very 
sensitive to 
specification. 


Evidence jess 
strong than 

Oates (107); 
capitalization 
found to decrease 
over time. 


Has been 
criticized on 
theoretical 
grounds (94), 
(103), but 
central! point on 
importance of 
particular 
housing market 
accepted. 


More disaggregated 
than other studies. 


Wales and Wiens 
(114) 


Church (92) 


Black (116a) 


Table B-1 (cont'd) 


1,800 sales of 
improved 
residential 
property, Surrey, 
DoUe nee 


957 residences in 
Martinez, 
California, 1967- 
1970. 


Sample of 18,000 
residential 
transactions, 
Boston, 1950, 1960. 


No evidence of 
capitalization. 


Evidence of over- 
capitalization. 


Evidence of 
capitalization. 
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Result attributed 
in part to 
imperfections in 
housing market. 


| 63 #4) navotgn! re ant Tv toe 


_ a ; 
5." Aad 7 Oe 
~ nn.) a : 
7 : 7 Pr 4 ~ - 
b'gnos)} f-@ stdeT 2 = ~ 
- cicnl ty. 


/ a “i rae Peat) a i 29a. bre? “ 


“- 


Ua , 


~@ 


A Bibliography on Property Tax Incidence 


li. The Property Tax in Canada 
ral Official reports 
ay Incidence studies 
Ch, Property tax administration 
d. Other studies 


il. The Incidence of the Property Tax 


a. Theory 
De Incidence studies 
CG Capitalization studies 


ae Other studies 


5] 


+ PUSH 7 


ne yge? eat 
_ ta 


or 


al 


Ce 


14, 


53 


Bibliography 
The Property Tax in Canada 
(a) Official reports 


Canada. Report of the Royal Commission on Taxation. 1966. 


Newfoundland and Labrador. Report of the Royal Commission on 
Taxation and Revenue of the City of St. John's. 19/72. 


Prince Edward Island. Province of Prince Edward Island: 


Provincial - Municipal Fiscal Study. Prepared by Touche, Ross, 
Bailey and Smart. 1969. 


Nova Scotia. Province of Nova Scotia: Provincial and Municipal 
Taxation Study. Prepared by Touche, Ross. Bailey and Smart. 1964. 


. Report on Taxation in the City of Halifax. Sponsored 
by the City of Halifax and the Halifax Board of Trade. Prepared 


by the Institute of Public Affairs, Dalhousie University. 1967. 


Report of the Royal Commission on Education, Public 
Services and Provincial - Municipal Relations. 1974. 


New Brunswick. Report of the Royal Commission on Finance and 
Municipal Taxation in New Brunswick. 1963. 


Report of the Royal Commission on Metropolitan Saint John. 
1963. 


. Report of the Royal Commission on Local Government 
Organization and Finance. 1964. 


Report of the Royal Commission on the Greater Moncton Area. 
19712 


Report of the Royal Commission on the Greater Fredericton 
Area. 1971. 


. Report of the Task Force on Municipal Structure and 
Financing. 1973. 


Quebec. City of Montreal. Study Committee of Real Estate 
Taxation. Report. 1963. 


Report of the Royal Commission on Taxation. 1965. 


54 


20. 


ab. 


Zia. 
rales 
dk 


24. 


Fale 


(hae 


£0. 


al G 


Ontario. Report of the Royal Commission on Metropolitan Toronto. 


1965. 


Report of the Ontario Committee on Taxation. 1967. 


Select Committe 


e of the Legislative on the Report of 


the Ontario Committee on Taxation. Taxation in Ontario: A 


Program for Reform. 1968 


7560. «! 


Committee on th 


. 


Report of the Committee on Farm Assessment and Taxation. 


e Costs of Education. Interim Report 


Number Seven. Financing Education in Elementary and Secondary 


Schools. 1975. 


Manitoba. Report of the Manitoba Royal Commission on Government 


Organization and Finance. 


1972. 


1975 Manitoba B 


1964. 


Report of the Task Force on the City of Greater Winnipeg. 


udget Address. 1975. 


Saskatchewan. Report of the Royal Commission on Taxation. 1965. 
Alberta. Report of the Special Committee Appointed by the 


Government of Alberta to Study Assessment and Taxation. 1970. 


Final Report of Task Force on Provincial - Municipal 


Financial Arrangements. 


1972 


British Columbia. Financing Education in British Columbia. 


British Columbia School T 


rustees Association. 1966. 


The Real Property Tax in British Columbia: An Analysis. Prepared 
for B.C. School Trustees Association by P.H. White and S.W. Hamilton. 


Ce 


(b) Incidence studies 


Clayton, Francis Alfred. 
Tax Burdens and Expenditu 
dissertation, Queen's Uni 


"Distribution of Urban Residential Property 
re Benefits in Canada". Unpubiished Ph.D. 
versity, 1966. 


Gillespie, W. Irwin. The Incidence of Taxes and Public Expenditures 


in The Canadian Economy. 
No. 2 Ottawa, 1964. 


Studies of the Royal Commission Taxation, 


28. 


aos 


30. 


a. 


ace 


Oo. 


34. 


Sisk, 


36. 


av ae 
30: 


39: 


40. 
4). 
42. 


"The Redistribution of Income in Canada 1969. An 
Analysis of the Incidence of Taxes and Public Expenditures in 
the Canadian Economy". Unpublished study, 1975. 


Goffman, Irving Jay. The Burden of Canadian Taxation. Aliocation 
of Federal, Provincial and Local Taxes Among Income Classes. 


Canadian Tax Papers, No. 29 Toronto: Canadian Tax Foundation, 1962. 


a ee Thesincitdence of \faxation in/Canada",; Public\Finance/ 
Finances Publiques, 19 (1964), 44-69. aa 


Johnson, James A. The Incidence of Government Revenues and 
Expenditures. A Study Prepared for the Ontario Committee on 
Taxation Toronto, 1967. 


Maslove, Allan M. The Pattern of Taxation in Canada. A Study 
Prepared for the Economic Council of Canada. Ottawa, 1972. 


Ontario. Ministry of Treasury, Economics and Intergovernmenta] 
Affairs, Taxation and Fiscal Policy Branch. Analysis of Income 


and Property Taxes in Guelph. A Staff Paper. Toronto 1972. 


(c) Property tax administration 
Assessment and Taxation Services. Toronto: The Carswell Company 
Limited 1970. 


Bureau of Municipal Research. Assessment: The Recurrent 
Controversy. Toronto, 1966. 


Market Value Reassessment: A Study of the Theory, the 
Practice, and the Results. Toronto, 1970. 


Canadian Association of Assessing Officers. Association Bulletin. 


Finnis, Frederic H. An Introduction to Real Property Taxation. 
Sir Issac Pitman (Canada) Limited, 1972. 


Real Property Assessment in Canada. Canadian Tax 
Papers, No. 50. Toronto: Canadian Tax Foundation, 1970. 


Institute of Municipal Assessors of Ontario. Technical Bulletins. 


Proceedings. 


Manning, H.£. Assessment and Rating, being the Law of Municipal 


Taxation in Canada. 4th ed. Toronto: Canada Law Book Company 
Limited, 1962. 


cr 


43. 


4a 


45. 
46. 


47. 


48. 


49. 


50. 


4 


Bes 


oe 


54. 


558 


sey 


Lop) 


McQuaid, M.Jd. "Assessment of Land -- Implication of the Provincial 
Take-Over", in Law Society of Upper Canada, 1970 Special Lectures 


of the Law Society, Recent Developments in Real! Estate Law, 
pp. 383-401. 


Ontario. Department of Municipal Affairs. Appraisal Notes for 
the Assessor. 1964. 


Assessors’ Handbook of Cost Factors. 


. Organization for PATO (Provincial Assessment Take-over) 
2nd. ed., 1969. 


- The Economics of Real Property Assessment: An 
Introduction. 1971. 


Ministry of Revenue, Assessment Standards Branch. 


Real Property Taxation: Histroy, Theory and Administration. 
1974. 


Sloan, Maxwell R. "Some Phases in the Evolution of Assessment 
in Ontario", Aspects (of Assessment in Ontario), No. 3, 
May 1971. 


(d) Other studies 


Canadian Tax Foundation. Local Finance. No. 3, Jan. 1960. 


Provincial and Municipal Finances 1973. Toronto, 1973. 


Special Tax Conference. Report of the Ontario 
Committee on Taxation. Toronto, 1968. 


C C H Canadian Ltd. Canada's Tax Structure in Chart Form 1974. 
6th ed. Toronto, 1974. 


Clayton, Frank A. "Revenue Productivity of the Real Property 
Tax, The Ontario Experience 1937-1961", in: J.R. Allan and 

I.J. Goffman, eds., Queen's University. Papers in Taxation and 
Public Finance, No. 3 (Toronto: Canadian Tax Foundation, 1966), 
ppisistl=tor: 


Crowley, R.W. "Intergovernmental and Fiscal Aspects (of the 


Graham Report)", Canadian Public Policy, 1 (Summer 1975), 
376-392. 


Martin, J. "Real Property Taxation: Stirrings of Reform", 
Canadian Tax Journal, 30 (Sept.-Oct. 1972), 439-451; reprinted 
in A. J. Robinson and J. Cutt, eds., Public Finance in Canada, 
Selected Readings (2nd ed., Toronto: Methuen, 1973), 359-374. 


ay fe 


ca 


Oo 


60. 


61. 


6la. 


je 


62. 


63. 


64. 


64a. 


Doig 


66. 


Bie 


ae 


McFayden, Stuart. "British Columbia's Home-Owner Grant Program", 
Canadian Tax Journal, 18 (Sept.-Oct. 1970), 420-434, and 
(Nov.-Dec. 1970), 533-539. 


Perry, J. Harvey. Taxation in Canada. (3rd ed., Toronto: 
University of Toronto Press, 1961), esp. 256-269. 


Rawson, Mary. Property Taxation and Urban Development, Effects of 
the Property Tax on City Growth and Change. Research Monograph 4, 
Washington, D.C., Urban Land Institute, 1961. 


Reeve, A. W. "Local Government Revenue Sources in Canada", 
Governmental Finance, May 1973. 


Smith, R. S. "A Comment on Home-Owner Grants and Resource 
Allocation", Canadian Tax Journal, 19 (June-Feb. 1971), 78-79. 


Canada. Statistics Canada. Principal Taxes and Rates; Federal, 
Provincial and Local Governments, 1974. 


The Incidence-ef the Property Tax 


(a) Theory 


Aaron, Henry J. "A New View of Property Tax Incidence", American 


Economic Review, Papers and Proceedings, 64 (May 1974), 212-221. 


. Who Pays the Property Tax? A New View. Washington, D.C. 
The Brookings Institution, 1975. 


Break, George F. "The Incidence and Economic Effects of Taxation" 
in: Alan Blinder et al., The Economics of Public Finance, 
Washington, D.C., The Brookings Institution, 1974, esp. 154-168. 


"Property Taxation: A reappraisal of Burden, Incidence, 
Equity and their Policy Implications". (Unpublished, 1973.) 


Brown, Harry G. The Economics of Taxation. (New York: Henry 
Hort and Co... 1924. 


Gaffney, Mason. "The Property Tax is a Progressive Tax", in: 
National Tax Association, 1970 Conference Report, (Columbus, Ohio, 
1971), 408-426. 


Harriss, C. Lowell. "Property Taxation", in: Bird, Richard M. and 


Head, John G., eds., Modern Fiscal Issues: Essays in Honour of Carl 
S. Shoup (Toronto: University of Toronto Press, 1972), 292-317. 


7] 


ies 


33 


74, 


74a. 


Se 


76. 


AP. 


ioe 


rey 


80. 


Ladd, Helen F. "The Role of the Property Tax: A Reassessment", 
int R. A. Musgrave, ed., Broad-Based Taxes: New Options and 
Sources (Baltimore: Johns Hopkins Press, 1973.) 

Mieszkowski, Peter. "The Property Tax: An Excise Tax or a 
Profits Tax?", Journal of Public Economics, 1 (1972), 73-96. 


Musgrave, Richard A. "Is a Property Tax on Housing Regressive?", 


American Economic Review, Papers and Proceedings, 64 (May 1974), 
222-229. 


and Musgrave, P. B. Public Finance in Theory and Practice, 
(New York: McGraw Hill, 1973.) 

and Shoup, eds., Readings in the Economics of Taxation, 
(Homewood, I11.: Richard D. Irwin, 1959), esp. 377-435. 


Netzer, Dick. Economics of the Property Tax. Washington, D.C. 
The Brookings Institution, 1966. 


. "The Incidence of the Property Tax Revisited", National 
Tax Journal, 26 (Dec. 1973), 515-536. 


Peterson, George. "The Regressivity of the Residential Property 
Tax", Working Paper No. 1207-10, Urban Institute, Washington, D.C. 
Lei iras 


, ed., Property Tax Reform, (Washington, D.C.: The Urban 
Institute, 1973.) 


and Solomon, Arthur P. "Property Taxes and Populist 
Reform", The Public Interest, (Winter 1973), 60-75. 


, et al. Property Taxes, Housing and the Cities, (New York: 
D. C. Heath and Company, 1973.) 


Polinsky, A. Mitchell and Rubinfeld, Daniel L. "The Long-Run 
Incidence of a Residential Property Tax and Local Public Services" 
Working Paper No. 1207-29, The Urban Institute, Washington, D.C., 
Feb. 1974. 


Richman, Raymond L. "The Incidence of Urban Real Estate Taxes 
rerads ree of Static and Dynamic Equilibrium, Land Economics 
43 (1967). 


Thurow, Lester. "The Economics of Public Finance", National Tax 
Journal, 28 (June 1975), 185-194. 


aye 


Dee 


83. 


84. 


Obi 


86. 


ae 


88. 


aoe 


90. 


O41. 


Ges 


59 


(b) Incidence studies 


Advisory Commission on Intergovernmental Relations. Financing 


Schools and Property Tax Relief - A State Responsibility. 
Washington, D.C., 1973. 


Bishop, George A. "The Tax Burden by Income Class, 1958", 
National Tax Journal, 14 (March 1961), 1-40. 


Herriot, Roger A., and Miller Herman P. "The Taxes We Pay: An 
Analysis of the Tax Burden at Each Income Level", The Conference 
Board Record, May 1971, pp.31-40. 


Mayer, Thomas. "The Distribution of Tax Burden and Permanent 
Income", National Tax Journal, 27 (March 1974), 141-146. 


Musgrave, Richard A. et al. "Distribution of Tax Payments by 
Income Groups: A Case Study for 1948", National Tax Journal, 4 
(March 1951), 1-54. 


, and Case, Karl E., and Leonard, Herman. "The Distribution 
of Fiscal Burdens and Benefits", Public Finance Quarterly, 2 
(July 1974), 259-312. 


Pechman, Joseph A., and Okner, Benjamin A. Who Bears the Tax 
Burden? Washington, D.C.: The Brookings Institution, 1974. 


Robertson, Jack E. "Comparative Tax Burdens for a Midwestern 
City", National Tax Journal, 15 (Sept. 1962), 308-313. 


Rostvold, Gerhard M. "Property Tax Payments in Relation to 
Household Income: A Case Study of Los Angeles County", 
National Tax Journal, 16 (June 1963), 197-199. 


scnultize."Charles £: et al., Setting National Priorities: The 
1973 Budget, Washington, D.C. The Brookings Institution, 19/72. 


Tucker, Rufus. "Distribution of Tax Burdens in 1948", National 
Tax Journal, 4 (Sept. 1951). 


fc) Capitalization studies 


Church, Albert M. "Capitalization of the Effective Property Tax 
Rate on Single-Family Residences", National Tax Journal, 27 
(March, 1974), 113-122. 


94. 


Oo 


OG: 


oie 


98. 


isle 


100. 


TOL. 


102. 


102. 


104. 


105. 


Coen, Robert M. and Powell, Brian J., "Theory and Measurement 
of the Incidence of Differential Property Taxes on Rental 
Housing", National Tax Journal, 25 (1972), 211-216. 


Cowing, Thomas, G. "Real Property Taxes, Local Public Services 
and Residential Property Values: Comment", Southern Economic 
Journal, (Oct. 1974), 325-329. 


Daicoff, Darwin W. "Capitalization of the Property Tax", in: 


Harvey E. Brazer, ed., Essays in State and Local Finance, 
Michigan Governmental Studies No. 49 (Ann Arbor, Mich.: 


University of Michigan, 1967, pp.46-73. 


Edel, Matthew and Sclar, Elliott, "Taxes, Spending and Property 
Values: Supply Adjustment in A Tiebout-Oates Model", Journal 


of Political Economy, 82 (July - Aug. 1974), 941-954. 


Grieson, Ronald E. "The Economics of Property Taxes and Land 
Values: The Elasticity of Supply of Structures", Journal of 
Urban Economics, 1 (Oct. 1974), 377-380. 


Gustely, Richard D., "Local Taxes, Expenditures and Urban Housing: 
A Reassessment of the Evidence", Unpublished Paper, Virginia 
Polytechnic Institute, November 10, 1974. 


Heinberg, J.D. and Oates, W.E., "The Incidence of Differential 
Property Taxes on Urban Housing: A Comment and Some Further 
Evidence", National Tax Journal, 23 (March 1970), 92-98. 


. "The Incidence of Differential Property Taxes on Rental 
Housing: An Addendum", National Tax Journal, 25 (June 1972), 
e222. 


Hyman, David N., and Pasour E.C. Jr., "Property Tax Differentials 
and Residential Rents in North Carolina", National Tax Journal, 26 
(June 1973), 303-307. 


"Real Property Taxes, Local Public Services, and 


Residential Property Values", Southern Economic Journal, 


(April 1973), 601-611. 


"Real Property Taxes, Local Public Services, and 


Residential Property Values: Reply", Southern Economic Journal 


(Oct. 1974), 329-331. 


Jensen, Jens Peter, Property Taxation in the United States, 
Chicago: The University of Chicago Press, 1931. 


King, A. Thomas, Property Taxes, Amenities and Residential Land 


Values, Cambridge, Mass.: Ballinger Publishing Co. 1973. 


106. 


10%. 


108. 


109. 


110. 


ERE 


Tees 


ESE 


114. 


TD: 


116. 


116a. 


6] 


Moody, James P., "Measuring Tax and Benefit Capitalization from 

a Local Rapid Transit Investment in the San Francisco Bay Area", 
Unpublished, preliminary results for Ph.D. Dissertation, University 
of California, Berkeley, Feb. 1973. (Summarized in [105]). 


Oates, W.E., "The Effects of Property Taxes and Local Public 
Spending on Property Values: An Empirical Study of Tax 
Capitalization and the Tiebout Hypothesis", Journal of Political 
Economy, 77 (Nov. 1969), 957-971. 


"The Effects of Property Taxes and Local Public Spending 
on Property Values: A Reply and Yet Further Results", Journal of 
Political Economy, 81 (July - Aug. 1973), 1004-1008. 


Orr, Larry, L. "The Incidence of Differential Property Taxes 
on Urban Housing", National Tax Journal, 21 (Sept. 1968), 253-262. 


. "The Incidence of Differential Property Taxes: A 
Response", National Tax Journal, 23 (March 1970), 99-101. 


"The Incidence of Differential Property Taxes on Urban 
Housing: Reply", National Tax Journal, 25 (June 1972), 217-220. 


Pollakowski, Henry 0. "The Effects of Property Taxes and Local 
Public Spending on Property Values: A Comment and Further 


Results", Journal of Political Economy, 81 (July - Aug. 1973), 
994-1003. 


Smith, R.S. "Property Tax Capitalization in San Francisco", 
National Tax Journal, 23 (June 1970), 177-191. 


Wales, T.J. and Wiens, E.G. "Capitalization of Residential 
Property Taxes: An Empirical Study", The Review of Economics 
and Statistics, 56 (Aug. 1974), 329-333. 


Wicks, J:H., Little, R.A., and Beck, R.A. "A Note on 
Capitalization of Property Tax Changes", National Tax Journal, 
21 (Sept. 1968), 263-265. 


Woodard, F.0. and Brady, R.W. "Inductive Evidence of Tax 
Capitalization", National Tax Journal, 28 (June 1965), 193-201. 


Black, David E. "The Incidence of Differential Property Taxes on 
Urban Housing: Some Further Evidence," National Tax Journal, 
27 (June 1974), 367-369. 


62 


Lie 


1ie- 


ioe 


120. 


124. 


(d) Other studies 


Advisory Commission on Intergovernmental Relations. Property 


Tax Circuit - Breakers: Current Status and Policy Issues. 


Washington, D.C., 1975. 


Bird, Richard M. Taxing Agricultural Land In Developing Countries. 
Cambridge, Mass.: Harvard University Press. 1974. 


and De Wulf, L. “Taxation and Income Distribution in 
Latin America: A Critical Review of Empirical Studies”, 


International Monetary Fund Staff Papers, 20 (Nove. 1973), 
639-682. 


De Wulf, L.H. “Fiscal Incidence Studies in Developing Countries: 


Survey and Critique", International Monetary Fund Staff Papers, 22 
(March 1975), 61-131. 


Polinsky, A.M. "A Note on the Measures of Incidence", Public 
Finance Quarterly, 1 (April 1973), 219-230. 


Prest, A.R. "Statistical Calculations of Tax Burdens", Economica 
(N2Seyo°22. (Aug .71955) 992342245. 


. "The Budget and Interpersonal Distribution", in: 
Institut International de Finances Publiques, The Budget and the 
Distribution of National Income (York, 1968), pp.80-98. 


Recktenwald, Horst Claus. Tax Incidence and Income Redistribution: 
An Introduction. Detroit: Wayne State University Press, 1971. 


Analysis of Local Government Finance 


in Selected Urban Regions 


ANALYSIS OF LOCAL GOVERNMENT FINANCE 
IN SELECTED URBAN REGIONS 


This study was prepared for the Tri-Level Task Force 
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should not necessarily be regarded as representing 

a consensus view of the Task Force members or of the 


governments they serve. 
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ANALYSIS OF LOCAL GOVERNMENT FINANCE 
IN SELECTED URBAN REGIONS 


Summary and Overview 


This study focuses on the financial activities of local governments in 
five selected urban regions, City of Moncton, Region of Metropolitan 
Toronto, City of Winnipeg, City of Saskatoon and City of Edmonton, for 
the years ending December 31, 1972, 1973 and 1974. 


In accordance with the terms of reference for this study, a Tri-Level 
Local Database was developed for each of the five selected regions, with 
Separate data shown for municipal governments, their agencies, and local 
school authorities (Section II). In addition, a preliminary analysis of 
these data involving the development of local/municipal government 
financial indicators is presented (Section III). However, at this stage 
these indicators are tentative and exemplary rather than fully integrated 
with the Tri-Level Local Database. To achieve this purpose a significant 
effort is still required, involving an in-depth analysis of the actual 
financial operations of a relatively large number of cities (twenty 


cities or more). 


The results of this study lie primarily in the realization of the 
complexity of local government of urban regions. At the same time, the 
study has brought to light the difficulties which exist in reporting local 
government financial data. Furthermore, the study, in effect, questions 


the validity of using Government Financial Management Statistics concepts 
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for the study of local/urban government finance. The resulting local 
government revenue and expenditure statistics do not, in the context of 
normal local government financial practices and procedures, accurately 


reflect local government's financial situation. 


The principal reason for this lies in the different treatment of capital 
expenditures and debt operations. Local government fund accounting 
allows for depreciation and sinking fund payments, but actual capital 
expenditures are not usually reported. On the other hand, Financial 
Management Statistics reports actual capital expenditures but ignores 
depreciation and sinking fund payments. The latter, however, are 
Significant factors in determining the level of local government 


expenditures and consequently the amounts of revenue raised. 


At this stage the results of this study are not easily summarized in 
quantitative terms, but are reflected more meaningfully in the problems 
encountered. Specifically, these include the definition of an urban 
region, the concepts and classifications used for reporting local and 
municipal government finance data, debt operations, including the 
burden of local government debt, and data requirements for inter- and 


intra-governmental comparisons. 
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Section I - Introduction 


This study, in accordance with the broad terms of reference of the 
Tri-Level Task Force on Public Finance! , focuses on the financial 
activities of local governments in selected urban regions. The Tri-Level 
Task Force selected approximately twenty cities for this analysis, 
but for the purpose of the Interim Report only five cities or regions 
have been examined. These are: 

City of Moncton 

Region of Metropolitan Toronto (Metro Toronto)? 

City of Winnipeg 

City of Saskatoon 


City of Edmonton 


Purpose of Study 


The purpose of this study is essentially exploratory. In addition to 
preparing and analyzing a database for local governments in the five 
selected cities or regions, this study provides a basic framework for the 
analysis of other cities. The study presents a database of local 
government revenues and expenditures for the five selected cities 
(Section II). In addition, the data presented in the database is 
analyzed in a preliminary way involving the development of local and 


municipal government financial indicators (Section III). 


In this study the Tri-Level Task Force on Public Finance is referred 
to as the Tri-Level Task Force. 


Including the Municipality of Metropolitan Toronto, the City of Toronto 
and the Boroughs of East York, Etobicoke, North York, Scarborough 
and York. 
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Local government revenues and expenditures are examined for the years 
ending December 31, 1972, 1973 and 1974, with separate aggregations for 
municipal governments, their agencies, local school authorities and 
municipal hospitals. The majority of municipal special purpose authorities 
other than utilities (e.g. Metropolitan Toronto police authority, parking 
authorities, library boards, etc.) have been included in municipal 


government data to improve the comparability of the data. 


However, at this stage of the study, data on local government (as distinct 
from municipal) special purpose authorities is incomplete. Within the 
time available, it was not possible to prepare complete inventories of 

all special purpose authorities operating in each of the five selected 
cities or regions. Therefore, some revisions of local government revenue 
and expenditure data may be necessary at a later date when all special 
purpose authorities and their revenues and expenditures have been 


identified. 


Financial Management Statistics 


This study has applied Statistics Canada's government revenue and 
expenditure concepts and classifications as found in The Canadian System 
of Government Financial Management Statistics’. This system was adopted 
by the Tri-Level Task Force for federal, provincial and local governments 
and was followed in this study to ensure comparability with the data 
presented in Volume I. Also, the system of Government Financial 
Management Statistics was specifically designed to overcome problems of 


intergovernmental comparability, particularly differences in the 


Catalogue 68-506 Occasional. 
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organizational structures and accounting systems of local governments. 


For the purpose of Government Financial Management Statistics’, local 
government is defined as those entities created (or reconstituted) by 

a provincial government to discharge certain responsibilities or provide 
services which are constitutionally assigned to the provincial government, 
in a locality or region which individually does not encompass the entire 
province. In other words, local government encompasses all sub-provincial 
government entities which are not part of the provincial government 
itself. Three types of local governments are generally distinguished: 

(a) municipalities, (b) local school authorities, and (c) special purpose 
authorities. Municipalities, as a rule, provide a range of services 
whereas other local governments usually provide a single service or carry 
out a single program. In addition, municipalities often establish 


ancillary agencies to discharge certain of the functions assigned to them. 


Approach to Study 


The urban region data prepared by Statistics Canada” provided the starting 
point for this study. However, problems arose when trying to use this 
published information. In 1973, Statistics Canada revised the spatial 
concepts underlying its data for urban regions. In place of the Census 
Metropolitan Areas and Major Urban Areas which were constructed on 


demographic principles, the Public Finance Division of Statistics Canada 


Statistics Canada, A Financial Information System for Municipalities, 
Volume I (Catalogue 12-532), page 15. 


Statistics Canada, Local Government Finance: Revenue and Expenditures, 
Preliminary 1972, Estimates 1973, and Preliminary 1973, Estimates 1974 


(Catalogue 68-203). 
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developed the concept of Urban Regions which are co-terminus with 
unitary or area municipalities. This concept was also adopted by 


the Tri-Level Task Force. 


The change-over from Census Metropolitan and Major Urban Areas to Urban 
Regions was implemented by Statistics Canada without an historical 
revision of published data. As a consequence, a discontinuity exists 
between pre- and post-1972 statistics. Furthermore, since the data for 
1972 referred to Census Metropolitan Areas, a serious boundary problem 
arose which was resolved by a complete revision of 1972 data for three 


of the five selected cities (see Section II, Appendix E). 


A second problem resulted from Statistics Canada's decision to 
discontinue data collection for certain smaller urban regions. One of 
these excluded smaller urban regions was Moncton. As a consequence, 
Moncton revenue and expenditure data for the three years studied had 
to be obtained from original source documents. Most of the source 
documents required were available at Statistics Canada while additional 
documents were obtained from the City of Moncton. Furthermore, 
information available at Statistics Canada was checked against 
Supporting documents obtained from Moncton. A similar procedure was 
used for all the cities studied and in the process some revisions were 


made to Statistics Canada data. 


Another problem arose because the data, as reported by Statistics Canada, 
consolidates in part or in total all local government institutions in an 
urban region, leaving their separate identification difficult or 


impossible. For example, due to the distinction between a utility and 
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an enterprise, the Financial Management system records Waterworks and 
Sewage Disposal agencies as integral parts of local government. Other 
very significant local government entities including public transit, 
hydro, steam generation and municipally-owned telephones and industrial 
airports are only recognized to the extent of their net transactions 
with the parent municipalities. While these activities are excluded 
from gross local government revenues and expenditures, local school 
revenues and expenditures are included, but in a manner which does not 
permit the separate identification of total local school revenues and 
expenditures. In addition, municipal hospitals are included in local 
government revenues and expenditures, yet the municipality's involvement 


in financing its hospitals is generally quite minor. 


Unfortunately, Statistics Canada work sheets, which consist of 
questionnaires completed by municipal governments, proved to be of 
limited value in identifying the component parts of local governments 
in urban regions, including their revenues and expenditures. As a 
consequence, the Tri-Level Task Force Local Database for the selected 
urban regions was almost entirely constructed from original source 
documents, using Statistics Canada work sheets only as a reference to 
identify any inconsistencies and gaps in the data obtained. The 
necessary source documents from both Statistics Canada and the cities 
involved have been processed and are presented in the format required 


by the Tri-Level Task Force (Section II). 


Results of Study 


The results of this study lie primarily in the realization of the 


74 


complexity of local government of urban regions. At the same time, the 
study has brought to light the difficulties which exist in reporting 


local government financial data. 


In terms of statistical output, this study has resulted in the Tri-Level 
Local Database, supplemented with local/municipal government financial 
indicators. Recognizing that these indicators can be considerably 
improved upon, the data and format of presentation are new to Canada 
and, in effect, imply a new approach to the study of local government 
finance. The study's focus, urban regions, similarly introduces a 
potentially new organizing concept, urban finance as distinct from 


local government finance. 


The Tri-Level Local Database reflects the framework adopted by the 
Tri-Level Task Force, i.e. the system of Government Financial Management 
Statistics with separate aggregations for municipal governments, special 
purpose agencies and local school authorities. However, due to the 
Financial Management Statistics concepts used, local government revenues 
and expenditures do not, in the context of normal local government 
financial practices and procedures, accurately reflect local government's 
financial situation. The principal reason for this lies in the different 
treatment of capital expenditures and debt charges. Local government 
fund accounting allows for depreciation and sinking fund payments, but 
actual capital expenditures are not usually reported. On the other hand, 
Financial Management Statistics report actual capital expenditures but 
ignore depreciation and sinking fund payments. These differences in 
financial reporting and accounting systems, and the different concepts 


underlying them, did cause significant problems in data collection, 
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classification and tabulation (see Section II). Generally, these 
problems have been dealt with within the terms of reference of this 
study. However, several of the problems encountered need further 
attention. Specifically, this includes the definition of an urban 
region, the concepts and classifications used for reporting local and 
municipal government finance data, debt transactions, burden of local 
government debt, and data requirements for inter- and intra-governmental 


comparisons. 
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Section II - Tri-Level Local Database for Selected Urban Regions 


General Comments 


In accordance with the modified terms of reference of the Tri-Level Task 
Force, the Tri-Level Local Database presents the revenues and expenditures 
for each of the five selected urban regions. Separate tabulations are 
displayed for each municipal government, its agencies and local school 
boards. Further, local government consolidations and supplementary tables 
displaying revenues and expenditures in percentage and per capita terms 


have been included to assist in comparative analysis. 


Unfortunately, resource and time constraints did not permit full 
identification and tabulation of the revenues and expenditures of all 
Special purpose agencies. Accordingly the Tri-Level Local Database 
displays only agencies responsible for public transit, electricity, steam 
and central heating, telephone and air transport. The case of 
municipally-owned hospitals presented an anomalous situation in that, 
while they are owned by their respective municipal governments, their 
financial activities relate more closely to provincial rather than to 
municipal government. Municipal hospitals are, however, displayed in 
separate tabulations and have been consolidated with other local 
government institutions in accordance with the Canadian System of 
Government Financial Management Statistics. Following Statistics Canada 
practice, agencies responsible for water supply and sewage disposal have 
been included as part of municipal government and have not been displayed 


separately. 
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The following comments are intended to clarify certain aspects of the 
Tri-Level Local Database. They deal with data sources, presentation, 


collection, classification and tabulation. 
Data Sources 


Primary data sources included the financial statements of the various 
local government institutions, Support documentation supplied by them 
for the purposes of the Tri-Level Task Force study and Statistics Canada 
questionnaires prepared by these local institutions for the years 1972 
to 1974. The resulting tabulations were then compared with data 
contained in Local Government Finance (Statistics Canada Catalogue 
68-203). Such comparisons served to identify inconsistencies or gaps 


in tabulated data. 


As required by the Canadian System of Government Financial Management 
Statistics, gross general expenditure includes capital expenditures and 
interest on borrowed funds but does not include repayment of principal. 
Similarly, sinking fund payments are excluded from gross general 
expenditures, but interest earned on any sinking fund investments is 


included as gross general revenue. 


To permit ease of comparison with the Tri-Level Database, Volume I, 
revenue and expenditure items have been classified according to the 
Canadian System of Government Financial Management Statistics rather 
than the Financial Information System for Municipalities (Statistics 
Canada Catalogue 12-533). Adjustment was made, however, to permit 


specification of local government agency contributions in the tabulation 


ie 


of consolidated local government and consolidated municipal and agency 


gross general revenues and expenditures. 
Data Presentation 


Data for each of the five selected urban regions is presented in seven 
tables. All tables cover the years ending December 31, 1972 to 1974 
which correspond to fiscal years 1972/73 to 1974/75. Table 1 presents 
Consolidated Local Government Gross General Revenue and Expenditure. 

The process of consolidation (see Diagram 1) requires the elimination of 
all intra-local transactions with the exception of sales of goods a 
services to accord with the Canadian System of Government Financial 
Management Statistics. Diagram 1 and its accompanying legend illustrate 
the types of transactions which are and are not eliminated in the 
consolidation process. Further, it shows the local institutions 
included in such consolidations. The diagram represents the general case 
for local government consolidation. For any given urban region, all 
local institutions may not be present, e.g. in Moncton, school boards 
have been treated as provincial institutions and hence have not been 


consolidated. 


Table 1 is supplemented by Tables 2 and 3 which present Summary Gross 
General Revenue and Expenditure for the Consolidated Local Governments 


in percentage and per capita terms. 


Table 4 displays Gross General Revenue and Expenditure for the municipal 
government and shows only net transactions with its agencies, school 
boards and hospitals. Similarly, Table 4 is supplemented by Summary 


Tables 5 and 6, in percentage and per capita terms, respectively. 
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Table 7 displays Consolidated Municipal and Own Agencies Gross General 
Revenue and Expenditure. Table 8 presents revenue and expenditure for 
each special purpose agency. Tables 9 and 10 display Gross General 


Revenue and Expenditure for school boards and hospitals, respectively. 
Data Collection 


In compiling data for inclusion in the Tri-Level Local Database, three 
major problems emerged which, within the limits of the terms of reference, 
time, resource constraints and data availability were overcome to varying 


degrees. These problems were: 


(i) The Appropriate Definition of an Urban Region 
(ii) The Multiplicity of Data Sources 


(iii) The Variability of Data Format, Quality and Quantity 


(i) The Appropriate Definition of an Urban Region 


Three possible definitions presented themselves. First, a functional 
definition of an urban region which defined the boundaries of such 
regions by reference to factors such as commuting patterns, the area 
serviced by core facilities and infra-structure, and other related 
socio-economic variables. Second, an urban region could be defined 

by reference to some composite of overlapping jurisdictional boundaries 
of elected local government institutions such as municipal governments, 


school boards and other elected special purpose authorities. 


The third definition,which was adopted by the Tri-Level Task Force, 


defined an urban region by reference to the boundaries of relevant 
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municipal government(s), which were chosen by Statistics Canada in 1973. 
This definition has since directed data compilation of urban financial 
statistics. In adopting this definition certain "overlap" problems 
emerged. For example, in Winnipeg the Transcona-Springfield School 
Division, #12, was found to lie 79% within and hence 21% outside of the 
urban region. Accordingly, Tri-Level estimates were developed for the 
relative and absolute contribution of such local government institutions 
to the gross general revenue and expenditure of the five selected urban 


regions. 


(ii) The Multiplicity of Data Sources 


Data collection required the individual financial statements of each 
municipal government, school boards and special purpose agencies 
because no single central source of comparable local government statistics 


exists at either the provincial or national level. 


At the provincial level it is normal practice for a Department of 
Municipal Affairs to collect data on the operations of municipal 
governments only, while the Department of Education confines itself to 
school board operations. However, with respect to the diverse local 
Special purpose agencies and the overall] compilation and consolidation 
of local government statistics no,central provincial source exists at 
the present time. At the national level Statistics Canada attempts 
through its Public Finance Division to collect such comprehensive local 
government statistics, but its coverage, given the number of provinces 


and local government institutions involved, is not yet complete. Further, 
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because Statistics Canada's prime concern is with the totality of local 
government rather than its components the completed local government 
questionnaires it collects annually proved to be of limited value in 
identification of the component parts of local government in the selected 


urban regions and their gross general revenues and expenditures. 


(jii) The Variability of Data Format, Quality and Quantit 


Given that data collection required source documents from a wide range 
of local government institutions, it is not surprising that such source 
documents varied widely from institution to institution with respect 

to data format, quality and quantity. For example, all five Boroughs 
in the Metro Toronto region report financial information for themselves 
and their agencies in a common codified format, ideal for comparisons 
and consolidations. In addition, these Boroughs each report a ten year 
review of various financial and demographic indicators. Standard 
annual reports are submitted to the Province of Ontario by the Metro 
Corporation, the City of Toronto and the five Boroughs, and they are 


available on request. 


With respect to education, the City of Edmonton conveniently produces 
various financial statements for its Public and Separate school systems. 
(This probably reflects the closer links between municipal and school 
administrations which exist in Alberta.) Saskatoon and Winnipeg, however, 
document only the transactions between themselves and their Boards of 
Education. It is also worth noting that while school administration 

in Toronto parallels the metropolitanized municipal administration, 


Winnipeg has yet to mirror its "Unicity" with a "Unischool". 
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Data Classification 


In accordance with the terms of reference of the Tri-Level Task Force 
local data classification was directed by reference to the Canadian 
System of Government Financial Management Statistics. While with respect 
to revenue, this classification schema presented few problems, the 


classification of expenditures was a much more difficult procedure. 


Significant differences exist between generally accepted accounting 
principles with respect to budgetary accounting treatment of capital 
expenditure items at federal and provincial levels and fund accounting 
at the local level. Specifically, while local government normally 
reports principal repayments as its major capital expenditure item, 
the Financial Management Statistics requires the elimination of such 
repayments and the inclusion of actual annual capital expenditure. 
Because such data is not, at present, part of normal local government 
reporting, secondary data sources were utilized. The quality of these 
secondary sources could not be fully determined for all local 
institutions and hence such data remains somewhat suspect. Further, 
following Financial Management Statistics' principles required the 
elimination of expenditures for depreciation, which normally are 


reflected in the expenditures of utilities. 


If, as seems probable, local government expenditure is proportionally 
more capital-intensive than the expenditures of other levels of 
government, this treatment of capital expenditure and depreciation could 
distort the comparability of Financial Management Statistics local 


government expenditures vis-a-vis other levels of government. 
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The potential distortions associated with Financiai Management Statistics 
treatment of capital and depreciation expenditures is further accentuated 
by the intimate geographic and financial proximity of local government 
and its enterprises and yet further by the use of commercial accounting 
principles by such enterprises. Public transit in Metropolitan Toronto 
is a case in point. The Toronto Transit Commission calculates its 

yearly deficit from only its operating revenues and expenditures. 
Included in expenditures is an amount for depreciation, a practice 
usually not followed by government. In 1972 this depreciation amounted 
to 7.4% of the operating expenditure and exceeded the resulting operating 
deficit. Excluded from revenues are the sizeable transfer payments 
received from the province and the federal government. Regarding 

capital financing, the Toronto Transit Commission is now in a transition 
period wherein the Metro Toronto Corporation is assuming the new 
debenture debt of this enterprise. As a result, debt liability and the 
associated debt charges are divided between the Transit Commission and 
Metro, and accordingly, public transit debt is recorded in two different 


sets of financial statements. 


Due to this intimate linkage of the general government and government 
enterprise universes at the local level it was necessary, for analytic 
purposes, to generate consolidated joint universe entities displayed in 
Tables 1 and 7. While such joint universe entities are not presently 
generated for other levels of government, their use at the local level 
measurably assisted in understanding the full scope of local government 


finance of the selected urban regions. 
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Data Tabulation 


The problems associated with data collection and classification described 
above combined to generate problems with the data actually tabulated 
and displayed in the Tri-Level Local Database. These problems of data 


tabulation can be grouped as follows: 


(i) Relevancy Problems 
(ii) Problems of Accuracy 


(iii) Problems of Data Distortion 


(i) Relevancy Problems 


By applying Financial Management Statistics principles to local 
government a range of data directly relevant to local governments has 
been omitted in the Tri-Level Local Database. This data includes 
assessment and its mode of application; e.g. full market vs partial 
market or other modes of assessment, mill rates, principal repayments, 
depreciation, net long-term liabilities and other usual measures of 


local government finance. 


(ii) Problems of Accuracy 


Due to the overlap of the boundaries of various local government 
institutions, the local government statistics presented in the Tri-Level 
Local Database contain relatively more estimated data than the more 
clearly geographically defined provincial and federal statistics 
contained in Volume I of the Interim Report of the Tri-Level Task 


Force. 


co 
co 


The need to rely upon secondary sources for capital expenditures, rather 
than primary reporting data further reduced the accuracy of data 
presented. Similarly, the conversion of local fund accounting into a 
Financial Management Statistics' framework necessitated some reduction 


in accuracy. 


(iii) Problems of Data Distortion 


While the Financial Management Statistics’ system does not generate what 
is normally called an accounting "surplus" or "deficit" this restriction 
is most significant at the local level. Relative to an accounting 
"surplus" or "deficit", the difference between Financial Management 
Statistics gross general revenue and expenditure at the local level is 
significantly affected by the failure to allow the large amounts of local 
government principal repayments and depreciation as expenditures, while 
allowing all capital grants and interest earned on special (depreciation) 
funds as revenue items. In other words, the Financial Management 
Statistics reflects the activities of a given period almost in isolation 
from the past and future. Thus the construction or depletion of reserve 
funds and the effects of other activities of prior years which can be 

of considerable importance at the local level were excluded from 
Financial Management Statistics and similarly from the Tri-Level Local 


Database. 
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Appendix A - Municipalities 


City of Moncton 


The Region of Metropolitan Toronto - 
The Municipality of Metropolitan Toronto 
City of Toronto 
Borough of East York 
Borough of Etobicoke 
Borough of North York 
Borough of Scarborough 


Borough of York 


City of Winnipeg 


City of Saskatoon 


City of Edmonton 
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Appendix B - Special Purpose Agencies 


Moncton 
(Water and Light Department) 
Toronto 


Hydro Electric Commission of East York 
Hydro Electric Commission of North York 
Etobicoke Hydro Electric Commission 
Scarborough Hydro Electric Commission 
York Hydro 

Toronto Hydro Electric System 

Toronto Transit Commission 


(Waterworks Departments of ali Boroughs, Toronto and Metro) 


Winnipeg 


Hydro Electric System 
Steam Heating System 

Transit System 

(Water Works System) 


(Sewage Disposal System) 


Saskatoon 
Lignt and Power Operations 
Transit System 


(Water Supply) 


Edmonton 

Edmonton Industrial Airport 
Edmonton Power 

(The Sanitary Sewage System) 
Edmonton Telephones 

Edmonton Transit System 


(Edmonton Water) 
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Appendix C - School Boards 


Toronto 


The Metropolitan Toronto School Board (Local Area Boards) 


The Metropolitan Separate School Board 


Winnipeg 


Winnipeg No. | 

St. James-Assiniboia No. 2 
Assiniboine South No. 3 
St. Boniface No. 4 

Fort Garry No.>5 

StL eica hose o 

Norwood No. 8 

River East No: 9 

Seven Oaks No. 10 
Transcona-Springfield No. {2 
Seine River No. 14 


Interlake No. 21] 


Saskatoon 


The Saskatoon School Board 


The Saskatoon R.€. Separate School Board 


Edmonton 


The Edmonton School District No. 7 


The Edmonton R.C. Separate School District No. 7 


Appendix D - Hospitals 


Toronto 


Riverdale Hospital 


Winnipeg 


The Winnipeg Municipal Hospital 


Saskatoon 


The Saskatoon City Hospital 


Edmonton 


Royal Alexandra Hospital 


Norwood-Lynnwood-Grandview Auxiliary Hospital 
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Appendix E - Changes in Urban Region Boundaries 


(1972) Census Metropolitan Area 
(a) Moncton includes: 

- City of Moncton 

- Town of Dieppe 


- Villages of Bridgedale, 


(1973, 1974) Urban Region 


City of Moncton 


(Amalgamated with Lewisville 
in 1973) 


(b) 


Hunningsville, Lewisville, 
Riverview Heights 


Toronto includes: 


Metropolitan Municipality 
of Toronto 


Metropolitan Municipality 
of York 


City of Toronto 


Boroughs of North York, 
York, Scarborough, Etobicoke, 
East York 


Towns of Acton, Ajax, 

Aurora, Brampton, Georgetown, 
Markham, Milton, Mississauga, 
Newmarket, Oakville, 

Port Credit, Richmond Hill, 
Streetsville, Vaughn, 
Whitchurch-Stouffvilie 


Villages of Bolton, Pickering 


Townships of Albion, 
Chinguacousy, Esquesing, 
Georgina, Gwillimbury, 

King, Pickering, Toronto Gore 


(b) Toronto includes: 


- Metropolitan Municipality 
of Toronto 


- City of Toronto 
- Boroughs of North York, 


York, Scarborough, Etobicoke, 
East York 


(c) Winnipeg includes: (c) City of Winnipeg (Unicity) 
- The Cities of East Kildonan, 
St. Boniface, St. James- 
Assiniboia, St. Vital, 
Transcona, Winnipeg 
- Municipalities of Charleswood, 
Fort Garry, North Kildonan, 


Old Kildonan,-East. St. Paul, 
West St. Paul 


(d) City of Saskatoon (d) City of Saskatoon 


(e) Edmonton includes: (e) City of Edmonton 
- The City of Edmonton 


- The Towns of Fort Saskatchewan, 
Morinville, St. Albert 


- The Villages of Bon Accord, 
Gibbons, Legal 


- Strathcona County 


- Municipality of Sturgeon 
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Section III - Local Government and Municipal Finance Indicators 


In this section two sets of finance indicators are presented. The first 
set (Table 1 ) refers to consolidated local government, while the second 


set (Table 2 ) refers to municipal governments. 


These indicators were developed as an initial attempt to analyze the data 
provided in the Tri-Level Local Database and highlight major aspects of 
the financial operations of consolidated local and municipal governments 
of urban areas. However, the analyses performed are preliminary. The 
indicators themselves are subject to further improvements, whereas their 
correct interpretation also depends on an understanding of constraints 

on local governments’ financial operations. For example, provincial 
governments generally provide basic guidelines for the conduct of local 
government financial operations which may affect the relative significance 


of an indicator. 


Seven aspects of local and/or municipal government financial operations 


are highlighted and are discussed below. 


Size Indicators 


The scale of local government operations is influenced by a variety of 
factors, including both the size of the area and population served. In 
other words, the actual population and the concentration or dispersion 
(persons per square mile) provide a means of comparing local government 


services of one region with those provided in other regions. In 


ote 


addition, population expressed as a percentage of a provincial total 
gives some indication of the relative size of an urban region vis-a-vis 
the rest of the province and in comparison to other urban regions within 


the same or other provinces. 


Naturally, other factors such as climate and topography are also 
significant determinants of certain types of local government services. 
However, from the available information there is no way of assessing 


their individual or collective impact on the services provided. 


In Table ] population size indicators are provided only for Consolidated 
Local Governments. This, of course, does not preclude the development 
of similar indicators for sub-areas within the total region served, or 
other types of size indicators, for example geographic indicators (area 
in square miles). Similarly, a further refinement of such indicators 


tailored to specific services provided might be considered. 


Measures of Relative Responsibility 


In financial terms the relative magnitude of responsibilities assigned 
to local and/or municipal governments may be measured by gross general 
expenditures expressed in dollar terms, on a per capita or percentage 
basis. These measures are meaningful when considered in relation to 
total local government expenditures within a given province and/or total 
expenditures on public services (federal, provincial and local) within a 
given local region. Of these measures only the first, which relates 
local or municipal government expenditures of an urban region to total 


local government expenditure within a province, could be developed at 


this time. Alternatively, local government expenditures within a given 
urban region can be related to the consolidated provincial-local government 


expenditures of the province in which the urban region is located. 


Such measures of relative responsibility are provided for both consolidated 
local (Table 1 ) and municipal (Table 2 ) governments. [hese measures are 
calculated from gross general expenditures but can similarly be calculated 


for any specific functional responsibility. 


Methods of Financing 


The relative importance of methods of finance available to local 
governments is also measured. The measures developed relate the local 
government institutions’ main source of revenue to total tax revenue, 
total own source revenue and consolidated gross general revenue of local 
governments within an urban region. Such measures are developed for each 
main source of local government revenue - real property tax, own source 
revenue, general purpose transfers and specific purpose transfers - as 
well as for each type of local government distinguished - municipal 
governments, utilities, local school authorities - and for consolidated 


local government of the urban region. 
Measures of Fiscal Support 


Specific transfers, expressed as a percentage of expenditure by function, 
are used as measures of relative fiscal support. The extent to which 
transfer payments are earmarked for the discharge of a particular 
function is obviously an important indicator of the extent to whicn a 


local government determines its own operations and, conversely, of tne 


extent to which expenditure for the function is determined by anotner 


level of government. 


Measures of fiscal support are calculated for each of the functions 
distinguished and for both consolidated local (Table 7 ) and municipal 


(Table 2) governments of the selected urban regions. 


Impact of Seif-Sustaining Operations 


The concept that certain municipal operations should “pay for themselves" 
has long been part of conventional municipal mythology. It is important 
therefore to determine in each case the extent to which these beliefs 

are borne out in actual practice. Obviously, significant support by the 
municipality and from other levels of government would raise serious doubts 
about the viability of any one of these operations, e.g. its ability to 
cover its full costs of operation. The particular indicators selected are 
intended for use in assessing the actual situation as compared with the 


original intention. They are prepared for municipal government only. 


Methods of Capital Financing 


Capital expenditure is a significant economic indicator as jt reflects 
the degree to which an economy expands or renews jtself. In urban areas 
capital expenditures, both public and private, similarly reflect the 


state of tne urban economy. 


To local governments the level and financing of capital expenditures are 
of particular importance. These factors strongly influence the level of 


current expenditures both through the imposition of debt charges (principal 


and interest payments) and subsequent manpower requirements. Naturally, 
when evaluating local government capital expenditures and methods of 
financing these expenditures, other factors must be taken into 
consideration. These include in particular the degree of provincial 
participation, including direct and indirect controls on local government 
capital expenditures and the financing of these expenditures, as well as 


any assistance in capital financing. 


The relative magnitude or intensity of local government capital 
expenditures in comparison with federal and provincial capital 
expenditures, both with respect to levels of government and their 
activities in the same urban region, would be of particular interest. 
Similarly, indicators which would measure the indirect influence of 
federal and provincial governments on local development through aid to 
private capital investment projects would be revealing. However, such 


indicators cannot be developed from presently available information. 


Another indicator for which satisfactory data is not yet available, 
concerns the relative efficiency of using own labour force and facilities 
for capital works as compared to contracting out of capital works. 
Although some studies have been conducted in this area, notably for 


Winnipeg, the results have been rather inconclusive. 


Only some of the indicators of potential interest are shown for 
consolidated local (Table 1 ) and municipal (Table 2 ) governments of 
the selected urban regions. They focus on methods of capital financing, 
highlighting in particular the degree to which capital expenditures are 


financed out of current own source revenue and specific purpose transfer 
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payments from other levels of government. At the same time, the 
consequences of financing capital expenditures from borrowed funds 
are highlighted by relating interest payments to total gross general 


expenditure and principal repayments to own source revenue. 


Long-term Debt 


Information relative to gross and net debt is essential to develop 
estimates of funds currently required to meet past obligations and 


to measure the "burden" of the public debt. 


In Tables 1 and 2 some such measures are suggested, including in 
particular measures of gross and net debt in millions of dollars, on 
a per capita basis, and local government institutions’ debt as a 
percentage of consolidated local government debt. However, other 
measures focussing more specifically on intra- and inter-governmenta | 
debt transactions, types of long-term debt in use, interest rates and 


the influence of differences in repayment periods could be developed. 
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t sey wid Yes aidy 


@., renal! ; Pid bs hear aay 


~~ H 


; : ae 7 
a +e ne ste ‘ 

Bee, oh Psa A at a vn 
oe hf 2a ~ ~e hae ek Ute 7 


ua & 
fe Nias at aT a a eat Wet 


aoe 
Foe 


3TH 


DISAGGREGATION OF FEDERAL AND PROVINCIAL PERSONAL INCOME TAY=S 
$$$ EME NU EAL FERSUNAL INCOME TAY 


TO SELECTED URBAN REGIONS 


CONTENTS 
Page 
Overview and Summary 315 
Section I: Introduction 319 
The Meaning of the Term Disaggregation 320 
The Definition of Personal Income Taxes 322 
The Approach Taken 23) 
The Method Used 328 
The Results Obtained 329 
Section II: Analysis of Federal and Provincial Personal 333 
Income Tax Revenue 
Overview of Problems 333 
Analysis of Provincial Personal Income Tax Revenue 
ee The Provincial Personal Income Tax 335 
Pie Reconciliation of Public Accounts and 339 
Taxation Statistics (Green Book) Data 
oe The Taxation Year Method 349 
4, The Disaggregation of Provincial Personal a0.2 
Income Taxes to Five Selected Cities 
Analysis of Federal Personal Income Tax Revenue 
ie Complicating Factors 363 
23 Diagram of Cash Flows 367 
SiH Revenue Canada Source Data 37] 
4. Estimation of Taxation Year Components 379 
5. The Disaggregation of Federal Personal 393 
Income Taxes to Five Selected Cities 
Section III: Special Problems 40] 
Margin of Error in Source Data 401 


The Boundary Problem 4} 


Sha 


11. 


lee 


List of Tables 


Personal Income Taxes, 1972/73 and 1973/74 
Canada and Selected Provinces 


Federal and Provincial Personal Income Tax Revenues 
1972/73 and 1973/74, Disaggregated to Five 
Selected Cities 


Federal and Provincial Personal Income Taxes 1972/73 
and 1973/74 Per Capita Raised in Five 
Selected Cities 


Summary of Adjustment Payments, Selected Provinces 
Taxation Year 1972 


Summary of Adjustment Payments, Selected Provinces 
Taxation Year 1973 


Provincial Personal Income Taxes, Selected Provinces 
Public Accounts and Taxation Statistics Basis 


Reconciliation of Public Accounts and Taxation 
Statistics Data 


Provincial Personal Income Taxes Payable by Taxation 
Year, Selected Provinces and Cities 


Personal Income Tax Revenue, by Taxation Year, 
Selected Provinces, Fiscal Years 1972/73 
and 1973/74 


Estimates of Provincial Personal Income Tax Revenues 
Raised in Five Selected Cities 
Fiscal 1972/73 and 1973/74 


Revenue Canada Source Data 
Deductions at Source, Direct Payments and 
Refunds by Quarter, January 1971 - March 1975 


Revenue Canada Source Data 
Payments of Unemployment Insurance Commission 
and Canada Pension Plan, by Quarter, 
January 1971 - March 1975 


Employer and Employee Contribution to Canada Pension 
Plan and Unemployment Insurance Commission, 
Fiscal 1971/72 to 1973/74 


Page 


324 


330 


oo 


337 


338 


34] 


342 


305 


356 


35/ 


GW pe. 


374 


3/5 


MALL 


Zee 


aa 


7S 
24. 


ae 


Provincial Tax Collection Agreement Account 
Personal and Corporate Income Taxes 
Fiscal 1970/71 to 1974/75 


Estimation of Federal] Personal Income Taxes 
from Revenue Canada and Department of 
Finance Source Data 


Federal Personal Income Tax 1970/71 - 1974/75 
Estimation of Taxation Year Components 


Federal Personal Income Taxes 1971/72 to 1973/74 
Reconciliation with Taxation Std prStics. 
1971 - 1973 


Federal Personal Income Tax Payable 
Canada and Selected Cities 


Federal Personal Income Tax Revenue, 1972/73 and 1973/74 
by Fiscal Year and Taxation Year Components 


Estimates of Federal Personal Income Tax Revenue 
Raised in Five Selected Cities 
Fiscal 1972/73 and 1973/74 


Provincial Personal Income Taxes Payable and Assessed 
Selected Provinces, Taxation Year 
1972 and 1973 


Federal Personal Income Tax Payable 
by Province of Residence and by Mailing 
Address Selected Provinces, Taxation Year 
1972 and 1973 


Total Personal Income Taxes Payable 
Selected Cities, Taxation Years 
1972 and 1973 


Population of Selected Cities Using Revenue Canada 
and Task Force Boundaries 


Unadjusted and Adjusted Provincial Income Tax Payable 
Selected Cities, 1972 and 1973 


List. oO Diagrams 


Cash Flows of Personal Income Tax Receipts and Payments, 
Fiscal Year 1971/72 


377 


382 


39) 


394 


395 


396 


408 


409 


410 


415 


368 


: 
- i ~) 
—— aeiite es 
» 
T fats 


ga TL jsrett ‘anivert 
rae’ ave ae fend ; ei >: 
| aS\eRRt pepe tae 4 


— oT] 
/ ’ > . » 
a] ¥ scl tangle “a4 faye ny" peat om +e 
) Jee ing0s0 i = or ay hime i "17 > 
1G eotuod exienty 7 _ 
' re . a = : 
wi \ R HP 1 i WoC" l¢ ! | aT 
ennaqma) ws) wel Panel 10 Marsamizes _ : 
4¢ 
. - 
LOC OS Sa = oi ar funeryad Teaebes age 
[oP pu) Gr re ¥ 
‘ 0] . ‘4 ( 
i ' i ' ' i s Oy * | i | Rahs 4 
7? elt J 
\ uf , at 
ay rt iz ‘ i 
é b ig eademigza 
i yn 
3{ ya fatsn' va" 
; iy} ef 
AL ; 
’ [* mam iB get 
ft 4 ie TO Ar ! ¥ 
‘ ; Th ge vir ixalec 22a 
|! ABE Vi 


afdsvel cone?’ aqoont Tene race Seo 


_ 
_. be 
oe UR ee 
ac BUGeT HOPI GSEL 25je Lo. Ogipalac 


; ' y TTT Sele » > (5 19 ; 
i - 
. Wee sbees2.curnege ponte esttt) bedaalee 7 +o. nots ofuga! oe 
| , e sahq 6k pu0d,.2a707, Apel hae - 


re 


ate Afdeyed 07 oats jelshavert Rov atba baw boda yEbS fi) 
Cel bas SSCr weshstD me and | ae 
7 ora Le ‘ - | or L ae rThett i) (m casas _ 


7 oe ee 4 tye i ibe ye es 7 a4 
¢ f an ee 
: anal aad names alle ani et oT oat ian 3 


| 


* a 


15 


DISAGGREGATION OF FEDERAL AND PROVINCIAL PERSONAL INCOME TAXES 
TO SELECTED URBAN REGIONS 


Qverview and Summary 


The disaggregation of federal and provincial personal income taxes to 
selected urban regions is one of the Special Studies identified by the 
Tri-Level Task Force on Public Finance. The term disaggregation is 

used to convey the notion of estimating the amounts of federal and 
provincial personal income taxes raised or generated in urban areas. 
Since such a study is new in Canada, the Tri-Level Task Force authorized 
a preliminary research study of the subject for the years 1972/73 and 
1973/74 for five selected cities; City of Moncton, Municipality of 
Metropolitan Toronto, City of Winnipeg, City of Saskatoon and City 


of Edmonton. 


The purpose of the study was to find what could or could not be done 
with respect to a disaggregation of personal income taxes to selected 


cities: 


The distinction between taxes raised and taxes generated in urban areas 
is crucial to the purpose of the study. Allocation of federal and 
provincial personal income taxes raised in urban areas may be 
interpreted as a disaggregation of personal income taxes to place of 
residence. In contrast, estimating the relative shares of personal 
income taxes generated in urban areas must take into consideration 
places where income is earned. In urban regions, often characterized 


by complex commuting patterns, the amounts allocated on either basis 


Bho 


are likely to be different. 


On the basis of presently available information the choice of allocation 
basis was effectively limited to place of residence. Estimation of 
personal income taxes generated in urban areas is not possible, within a 
reasonable margin of error, from available information on tax collections. 
However, personal income taxes can be disaggregated to urban areas using 
Reyenue Canada Taxation Statistics (Green Book) data on taxes payable 
from cities. Considering the manner in which these statistics are 
prepared, the resulting disaggregation reflects place of residence 


rather than the location where income is earned. 


The "taxation year" method, developed for the purpose of this study, 
allocates federal and provincial personal income tax revenues to 
selected cities after those fiscal year revenues have been disaggregated 
into their taxation year components. ! Ratios calculated from the Green 
Book estimates of taxes payable are then applied to these taxation year 


components of fiscal year revenues. 


Given the adopted allocation basis, essentially place of residence, the 
results obtained with the taxation year method are believed to be 
accurate within a five percent margin of error. This margin of error 
combines the effects of different types of errors in source data and 
possible additional errors introduced by the method used. Included in 
the latter are certain adjustments made to source data, in particular 


boundary adjustments, and the assumptions made for estimating taxation 


] 


a 


See Section II, Overview of Problems 


year components of federal personal income taxes. For provincial 
governments these taxation year components could be accurately 


determined. 


To summarize, the results of this study are set out in three Tables. 
First, the personal income tax revenues of the federal government and 
five provinces are set out in Table 1. Next, Table 2 summarizes the 
results of the disaggregation, giving both the dollar amounts and the 
percentages of federal and provincial personal income taxes raised in 
the five selected cities. The same data is also Summarized on a per 


Capita basis (Table 3) as set out below. 


Per Capita 
Federal Provincial 
(in dollars) 


A Fiscal 9/2/73 
Moncton 345 137 
Toronto 637 195 
Winnipeg 443 187 
Saskatoon 367 118 
Edmonton 479 i773 
B Fiscal 1973/74 
Moncton 361 178 
Toronto 701 eed 
Winnipeg 479 208 
Saskatoon 423 Lo? 


Edmonton 527 205 
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Section 1 - Introduction 


The disaggregation of federal and provincial income taxes to selected 
urban regions is one of the Special Studies identified by the Tri-Level 
Task Force on Public Finance. | Since such a study is new in Canada, 
the Task Force authorized a preliminary research of the subject for the 


years 1972/73 and 1973/74, emphasizing the pilot nature of the project. 


The pilot nature of the project is reflected in the Special emphasis on 
the feasibility of disaggregating federal and provincial personal income 
taxes to selected urban regions. To answer this question, only a 
limited number of urban regions needed to be studied and five cities 
were selected for this and other Special Studies included in the Interim 
Report. The five cities selected are: 

City of Moncton 

Municipality of Metropolitan Toronto 

City of Winnipeg 

City of Saskatoon 


City of Edmonton 


Given the cities selected, personal income tax revenues of only the 
Provinces in which these cities are located - New Brunswick, Ontario, 
Manitoba, Saskatchewan and Alberta - are analyzed in this study. In 
addition, the federal personal income tax is analyzed and both federal 
and provincial personal income taxes for these five provinces are 


disaggregated to the five selected cities. 


In this paper, the Tri-Level Task Force on Public Finance is 


generally referred to as the Tri-Level Task Force 
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The Meaning of the Term Disaggregation 


Technically, the term disaggregation refers to a breaking down of a 
total into its component parts, as well as any methods used for 
estimating the relative shares involved. Since an accepted 
methodology for the disaggregation of personal income taxes to urban 
regions does not exist, the technical meaning of the term may not be 
fully established. In this report the term disaggregation is used 
to convey the notion of estimating the amounts of federal and 
provincial personal income taxes raised or generated in selected 


urban areas. 


The distinction between taxes raised or generated in urban areas is 
significant both in terms of methodology and the relative Shares of 
federal and provincial personal income taxes allocated to these urban 
areas. Estimation of personal income taxes raised in urban areas 
could be based primarily on place of residence of tax filers, while 
estimation of taxes generated would need to focus on (taxable) incomes 


generated in cities. 


The shares of federal and provincial personal income taxes allocated 

to cities on these different bases would not likely be the same. 

Cities generally provide places of work far in excess of their housing 
capacity. Furthermore, many other factors, such as changing industrial 
technology, changing lifestyles, housing preferences and costs of 
housing may result, within relatively short periods of time, in 
significant changes in the distribution of places of work and places 


of living within the urban region. Thus a complex pattern of commuting 


32] 


becomes an almost unavoidable urban phenomenon, with consequent stresses 
on transportation and the many other public services provided in urban 


Grea Si. 


The delivery and financing of public services in urban areas similarly 
have become complex issues involving all three levels of government in 
different capacities. While this entails many unresolved questions, 
it is in the context of a tri-level financing of public services in 
urban areas that a disaggregation of federal and personal income taxes 
to urban areas becomes a meaningful exercise. At the same time, the 
ehoice.of (allocation. basis.— place of residence and/or place of work - 


is crucial to the purpose of the Study. 


The issues raised above are related to but of a different nature than 
those which have been examined in this Study. This study report 
reflects a pragmatic approach aimed at establishing what can or cannot 
be done on the basis of presently available information. In addition, 


the study considers the accuracy of results obtained in this way. 


Briefly, on the basis of presently available information, federal and 
provincial personal income taxes can be disaggregated using Revenue 
Canada Taxation Statistics (Green Book) data on personal income taxes 
payable from cities. These statistics are prepared on the basis of 
mailing address of tax returns filed and reflect place of residence 


more than place of work. 
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The Definition of Personal Income Taxes 


The Tri-Level Task Force has adopted the concepts and terminology of 
Statistics Canada's Canadian System of Government Financial Management 
Statistics, where personal income taxes are defined aS encompassing all 
levies on income of individuals, including any special levies such as 
Surcharges on income tax, social development taxes and personal income 


taxes of the federal Old Age Security Fund. 


In fact, the federal government collects the personal income tax levied 
by all provinces, except Quebec, and makes monthly remittances to the 
provinces concerned. Following the Financial Management Statistics 
manual, federal income tax revenue is the total of all personal income 
taxes collected by the federal government, less any refunds made and 


less the amounts credited to provincial governments. 


Similarly, personal income tax revenue of provincial governments, 
except Quebec, is the sum total of amounts received from the federal 
government. Remittances are made in the first instance on the basis 
of estimates of provincial personal income taxes assessed, allowing 
for a final adjustment payment at a Tater date. These adjustment 
payments are included in the tax revenue of the fiscal year in which 


the payment is received. 


The personal income tax concept adopted by the Tri-Level Task Force 
has the implication that the Tri-Level Task Force statistics on federal 
and provincial personal income tax revenues generally coincide with the 


amounts reported in the Public Accounts of federal and provincial 


S/o. 


governments. However, there are differences, as is indicated in 
Table 1, which summarizes the data prepared by the Tri-Level Task 
Force on the Government of Canada and the five selected provinces, 
for fiscal years 1972/73 and 1973/74. Any differences with the 


Public Accounts of these governments are footnoted with the Table. 
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Personal Income Taxes, 1972/73 and 1973/74 
Canada and Selected Provinces 
(millions of dollars) 


eee ale | 1973/74 


Canada 


New Brunswick 


Ontario 


Manitoba 
Saskatchewan 


Alberta 


Included are the revenues reported in the federal Public Accounts 
as: personal income tax, personal income tax credited to the Old 
Age Security Fund and social development tax 


Included are the revenues reported in the federal Public Accounts 
as: personal income tax and personal income tax credited to the 
Old Age Security Fund 


This figure agrees with the amount reported in New Brunswick Public 
Accounts but it includes $1.2 million of non-personal income tax 
revenues. For details see Table 7A and corresponding Reference 
Note 


Includes $181.8 million in Ontario tax credits. Ontario Public 
Accounts are exclusive of these tax credits 


Includes $23.5 million in Manitoba tax credits. Manitoba Public 
Accounts also include these tax credits 


These figures differ from the amounts reported in Saskatchewan and 
Alberta Public Accounts. Corrections have been made for the supposed 
inclusion of Revenue Guarantee payments under the Federal-Provincial 
Fiscal Arrangements Act. For further details see also Table 7D and 
7E, and the corresponding Reference Notes to those Tables 


Source: Tri-Level Database, Tri-Level Task Force on Public Finance 


The Approach Taken 


To disaggregate the revenues listed in Table 1 to the five selected 


cities, two approaches were examined. 


Initially, an attempt was made to determine whether a disaggregation 
could be achieved on the basis of measuring the cash flows involved. 
This would require an identification of the geographic areas from 
which personal income tax payments originate, making a distinction 


between deductions at source, direct payments and refunds. 


However, this approach faced some serious problems Specifically, 
deductions at source include certain non-tax payments such as employer 
and employee contributions to Canada Pension Plan and Unemployment 
Insurance Commission. Although these non-tax revenues can be netted 
out of total source deductions received, netting these payments out 

of source deductions by area where deductions originate proved 


impossible. 


Furthermore, deductions at source are made by’ employers on behalf of 
employees who do not necessarily live, or even work, in the same place 
from which the payment is made. Identification of both place of work 
and residence is not possible on the basis of information available 

to the Department of Revenue. Similar problems exist with direct 


payments and refunds. 


In other words, it became evident that data acquisition would be 
extremely difficult while the resulting information could not be related 


to the federal and provincial personal income concepts underlying both 
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Public Accounts and Statistics Canada's Financial Management series. 


Accordingly, this approach was abandoned. 


The second approach is based on the analysis of individual tax returns 
published annually by Revenue Canada under the name Taxation Statistics 
but generally referred to as Green Book Statistics. The Green Book 
provides information (with a 22-month time lag) on federal and 
provincial taxes payable by province, selected urban regions and 
localities. However, several problems arise when using these data for 


a disaggregation of personal income taxes to selected urban regions. 


For example, the urban region boundaries used by Revenue Canada do not 
necessarily coincide with the boundaries adopted by the Tri-Level Task 
Force for similarly-named urban regions. A more serious problem arises 
from a difference in definition. The personal income tax concept of 

the Statistics Canada Financial Management series is, in essence, "net 
personal income taxes received" on a fiscal year basis, whereas (Green 
Book) Taxation Statistics provide information on "personal income taxes 


payable" on a calendar year basis. 


Furthermore, problems of a statistical nature such as sampling error 

and a special error due to differences between mailing address noted 

on a tax return and province of residence on December 31 of the taxation 
year assessed, are known to affect the accuracy of Green Book Taxation 
Statistics. This would also influence any results obtained on the basis 
of these statistics. This may, and in fact has called into question 

the validity of using these data for a disaggregation of federal and 


provincial personal income tax revenues to selected urban regions. 


8 1 | 


In other words, the boundary, conceptual and statistical problems 
noted appeared to be sufficiently serious to warrant an investigation 
of their magnitude. This was done and the results of these 
investigations are reported in Section II, Analysis of Federal and 
Provincial Personal Income Tax Revenue, and Section III, Special 


Problems: Margin of Error and Boundary Problem. 


328 


The Method Used 


The method used for estimating the relative shares of federal and : 
provincial personal income taxes raised in selected cities involves 


three steps: 


(i) the development of ratios of taxes payable, both city/total 


federal and city/provincial, from Green Book Taxation Statistics; 


(ii) a disaggregation of federal and provincial personal income 


taxes received to the taxation years involved; 


(iii) application of the appropriate ratios to personal income taxes 


received, disaggregated to the taxation years involved. 


The results obtained with this method, which is referred to in this 
report as the "taxation year" method, are compared with the results 
obtained with a "Short-cut" method. The short-cut method simply 
calculates the city ratios for taxation years 1972 and 1973, applying 
the 1972 ratios to personal income tax revenues of fiscal 1972/73 and 
similarly, 1973 ratios to personal income tax revenues of fiscal 


1973/74. 


Given a margin of error of three to five percent in the source data’ 

from which the ratios are calculated (i.e. in Green Book estimates of 
personal income taxes payable from cities), the results obtained with 
the taxation year method and the short-cut method are well within each 


other's margin of error. 


See Section III, Margin of Error 


The Results Obtained 


The results obtained with the taxation year method are summarized in 
Table 2. Part A of this Table gives the amounts of federal and 
provincial personal income tax revenues of fiscal 1972/73 and the 
amounts allocated to each of the five selected cities, both in terms 
of dollars and percentages. Section B of the Table provides the same 


information for fiscal 1973/74. 


In Table 3 the estimated amounts of federal and provincial personal 
income taxes raised in the five selected cities are calculated on a 
per capita basis, using 1971 census population data for each of the 
two years 1972/73 (part A of the Table) and 1973/74 (part B). Ona 
per capita basis, federal personal income taxes raised in these cities 
are seen to vary from $345 in Moncton, 1972/73 to $701 in Toronto, 
1973/74. Provincial per capita personal income taxes raised in the 
same five cities vary between $137 in Moncton, 1972/73 and $227 in 
Toronto, 1973/74. 
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Section II - Analysis of Federal and Provincial Personal Income Tax Revenue 


Overview of Problems 


The method developed for the disaggregation of federal and provincial 
personal income taxes to selected urban areas resulted from the need 


to respond to several interrelated problems. 


The first of these problems is a conceptual difference between Public 
Accounts concept of personal income tax revenue and Taxation Statistics 
(Green Book) concept of personal income taxes payable. Closely related 
is the problem of a difference in year end. Taxation Statistics gives 
estimates of taxes payable for a taxation year covering a twelve-month 
period January 1 to December 31, while Public Accounts data refer to a 


fiscal year period April 1 to March 31. 


The second set of problems is of a different nature. Taxes assessed 
generate a flow of funds to the Receiver General of Canada but not as 
one lump-sum payment. The majority of the taxes assessed is, in fact, 
received over a period falling in two fiscal years. In other words, 


the timing of payments received is a problem. 


However, the timing of payments received cannot be analyzed in abstract 
terms but must be understood within the actual workings of the personal 
income tax system. At this level there are some differences between the 


federal and provincial personal income tax systems which cannot be ignored. 


Finally, there are two specific problems associated with the use of 


Taxation Statistics data. Firstly, being estimates of taxes payable, the 
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margin of error in these estimates must be considered. Secondly, the 
urban boundaries for which estimates of taxes payable are available do 
not, in all cases, coincide with the boundaries adopted by the Tri-Level 
Task Force. These two problems can be analyzed independently and are 


discussed in Section III, 


In this Section the disaggregation of federal and provincial personal 
income tax revenue is discussed. Since the provincial data for a 
disaggregation of fiscal year components was readily available as well 


as accurate, provincial governments are discussed first. 


Generally, the discussion of both provincial and federal disaggregation 
of personal income tax revenues proceeds from a description of the 
actual working of the system to a quantitative reconciliation of Public 
Accounts and Taxation Statistics data. In the process of reconciling 
these two source documents, taxation year components of fiscal year 
revenues were determined for provincial governments and estimates for 


the federal government. 


After calculating the necessary taxes payable ratios, these were then 
applied to the appropriate taxation year components, resulting in 
estimates of federal and provincial income taxes raised in the five 


selected cities. 


Analysis of Provincial Personal Income Tax Revenue 
ibe The Provincial Personal Income Tax 


Under the existing tax collection agreement the federal government 
collects the provincial personal income tax for all provinces, except 
Quebec. The federal government makes monthly payments to the provinces 
concerned based on federally prepared estimates of assessed provincial 
personal income taxes. The amount of personal income tax revenue a 
Province (except Quebec) reports in its Public Accounts is the sum 
total of all payments received, including any adjustment payments, 


during the course of a fiscal year. 


On a fiscal year basis the majority of tax collection agreement payments 
received reflect provincial taxes assessed for the taxation year which 
most closely coincides with the fiscal year. In other words, payments 
received during fiscal year 1972/73 largely reflect provincial taxes 
assessed for taxation year 1972. Similarly, payments received during 
fiscal 1973/74 largely reflect provincial taxes assessed for taxation 


year 1973. 


In addition, during a fiscal year a province generally receives a 
one-month advance payment for the new taxation year, e.g. at the end 
of fiscal year 1972/73 provinces received a one-month advance payment 
for taxation year 1973. Naturally, subsequent payments for the new 


taxation year are adjusted for the advance payment already received. 


Final adjustment payments generally are calculated and paid to provincial 


governments fifteen months after the close of the taxation year. They 
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are based on provincial personal income taxes assessed. These are 
compared with the actual tax collection payments made, on the basis 

of which over- or under-payments are determined. However, final 
adjustment payments reflect not only any over- or under-payments 

made, but include two additional items. These are, firstly, taxes 
assessed and reassessed for taxation years prior to the year for which 
the final adjustment payment is calculated and, secondly, a province's 
share of unapplied tax deductions. The latter are primarily for the 
taxation year assessed, but also include small amounts of similar 


revenues for earlier taxation years. 


The relative importance of these adjustment payments is compared in 
Tables 4 and 5 for each of the five provinces analyzed. Table 4 
summarizes the adjustments made for taxation year 1972, giving also 

the necessary base data on taxes assessed and payments received. Table 

5 similarly summarizes adjustment payments made for taxation year 1973. 
Each Table also expresses the relative importance of the adjustments 

made as a percentage of taxes assessed. Over- or under-payments are 

seen to vary between -5.6% for Manitoba, 1972 and 13.6% for Saskatchewan, 
1973. Taxes assessed for previous years and unapplied tax deductions 


both are relatively minor, each in the order of 1.5% to 2%. 


Table 4 


Summary of Adjustment Payments, Selected Provinces 


Taxation Year 1972 
(thousands of dollars) 


New Saskat- 
Brunswick | Ontario Manitoba chewan Alberta 


Base Data 
are Sipe aye) 


] 


1972 Taxes Assessed 60,309 | 1,132,579 1395129 81,830 


Payments Received: 


RisCal, |9f1/72 
Fiscal 1972ha3 


165590 
207,036 


OG) 
70,483 


4,542 
St, tau 


96 , 802 
1,089,807 


11,641 
1eh.0ae 


fdjustment Payments 


Over/under payrents. 

1971 taxes asses sed! 

Unappiied tax 
deductions 


Payment Made 
March 1974 
(1973/74) 


-54,030 
20,546 
295/90 


Adjustment Payment 
as “D.0T 
Taxes Asses 


Cyer/uncer cayment 
1977 taxes assessed 
Unappijec tax 
decuctions 


After Foreign Tax Credits have been deducted 


Source: Department of Finance, Federal-Provincial Relations Division, 


Statement on the Final Determination of Payments under the Tax 
Collection Agreement for Taxation Year 1972 
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Table 5 


Summary of Adjustment Payments, Selected Provinces 
Taxation Year 1973 
(thousands of dollars ) 


New ; Saskat- 
Brunswick | Ontario Manitoba chewan 


121,412 


Alberta 


Base Data . 


1,382,163 


162,078 21D t 


1973 Taxes Reweeced. 


Payments Received: 


Fiscal 1972/73 
Fiscal 1973/74 


121,090 
1,284,249 


ay s(t) 
146 ,617 


8,376 
96,484 


223050 
246 , 864 


Adjustment Payments 


Over/under payments 

1972 taxes assessed 

Unapplied tax 
deductions 


Payment Made 


March 1975 
(1974/75) 


-23,176 
28,061 
20,407 


(eye fe 20,008 


Adjustment Payments 
as % of 


Taxes Assessed 


Over/under payments 
1972 taxes assessed 
Unapplied tax 
deductions 


After Foreign Tax Credits have been deducted 


Source: Department of Finance, Federal-Provincial Relations Division, 


Statement on the Final Determination of Payments under the 
Tax Collection Agreement for Taxation Year 1973 
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oe Reconciliation of Public Accounts and Taxation Statistics Data 
ee RA UION Statistics’ Data! 


Provincial Public Accounts data on personal income tax revenues reflect 

the tax collection agreement Payments actually received on a fiscal year 
basis, whereas Taxation Statistics are estimates of personal income taxes 
Payable on a calendar year basis. In Table 6, a comparison is made between 
Taxation Statistics and Public Accounts data on personal income taxes of the 
five selected provinces. For each Province a comparison is made between 
fiscal year and taxation year data, i.e. comparing fiscal 1972/73 with 
taxation year 1972 and fiscal 1973/74 with taxation year 1973. Differences 
are noted both in absolute dollar terms and as a percentage of Public 
Accounts totals. They are seen to fluctuate widely between 1.5% for New 
Brunswick, 1972 and 12.5% for Saskatchewan, 1973. Since these differences 
are too great to be explained as “sampling error" in the estimates of taxes 


payable, an attempt was made to reconcile the two sets of data. 


To reconcile Public Accounts and Taxation Statistics data on personal 
income taxes, it is necessary to disaggregate fiscal year payments received 
into taxation year components. Data on the exact amounts and taxation 
years involved was obtained from each of the provinces participating in 
this study and double-checked against similar data obtained from the 
Federal-Provincial Relations Division of the Department of Finance of the 
federal government. These data are set out below in double entry Tables 


for each of the five provinces concerned (Table 7, A - E). 


These Tables are constructed with a fiscal year as row entry and a taxation 
year as column entry. Thus, the amount given in a cell indicates the sum 
total of payments received during the fiscal year corresponding to the 


cell's row and for the taxation year corresponding to the cell's column. 


340 


For example, New Brunswick (Table 7, A) received during fiscal 1972/73 
an amount of $2.3 million relating to taxation year 1971, an amount of 
$51.1 million relating to taxation year 1972, and an amount of $5.8 


million for taxation year 1973. 


In consequence of the way these Tables are constructed, summation of a 
row should give a province's Public Accounts personal jncome tax revenue, 
and summation of a column should give a total closely corresponding to 
"provincial taxes payable" of Green Book Taxation Statistics. Such 


comparisons are made in each Table. 


Generally, summation of a row gives a total which agrees with the Public 
Accounts figure of personal income tax revenue of the fiscal year 
concerned. However, some differences were detected, mostly due to 
inclusion of some non-personal income tax revenues in Public Accounts 
personal income tax data. Such differences are annotated in the 


Reference Notes following Table 7. 


The differences with Green Book estimates of provincial taxes payable 
have not disappeared, but appear to be much more stable. They now vary 
between 2.6% for Manitoba, 1973 and 5.9% for New Brunswick, 1971, caused 
primarily by the two additional elements included in final adjustment 
payments, e.g. prior year taxes assessed and reassessed, and unapplied 
tax deductions. If these elements are excluded and the comparison is 
made with taxes assessed only, the noted differences are reduced, 


generally to less than iz. 


] 


a 


See Section III: Margin of Error, Table 21, where such comparisons 
are made between provincial personal income taxes assessed and the 
Green Book estimates of provincial personal income taxes payable 
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Table 6 
Provincial Personal Income Taxes, Selected Provinces 
nen te cotig Taxes, selected Provinces 
Public Accounts and Taxation Statistics Basis 
eet anne taxation statistics Basis 


Difference 
$ 3 


(millions of dollars) 


Public Revenue 
Accounts! Statistics< 


A. Year ending 
closest to 
December 31,1972 


New Brunswick 


Ontario 
Manitoba 
Saskatchewan 
Alberta 


Year ending 
closest to 
December 31,1973 


G6 21a 
40.2 cau 


New Brunswick 


Ontario 


Manitoba 5.0 1.9 
Saskatchewan 13.4 1225 
Alberta 18.4 6.4 


Source: toublic Accounts 1972/73 and 1973/74 of the Provinces concerned 
“Revenue Canada, Taxation Statistics, 1974 and 1975 Editions 
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Footnote 1 to Table 7, A-E 


Final adjustment payments for the taxation year indicated by 
the column in which the amount appears. Final adjustment 
payments include some adjustments relating to years previous 

to that taxation year. Since adjustments to earlier years are 
relatively minor and available only for taxation years 1972 and 
1973, no attempt was made to allocate the amounts involved to 


the earlier year or years. 


Generally these payments cover 11 months of the taxation year 
named at the top of the column in which the amount appears. 
However, New Brunswick, taxation year 1971 and fiscal year 


1971/72, cover the full 12 months' period of taxation year 1971. 


Except New Brunswick, 1971, these amounts are payments covering 
one month of the taxation year named at the top of the column in 


which the amount appears. 


Reference Notes to Table 7, A-E 


1 A difference of $26,000 was noted, arising from the inclusion, 
in one payment, of two different taxes, personal income tax and 


estate tax. 


The Public Accounts total of personal income tax revenue is based 
on a final adjustment payment of $2,275,117. This was the amount 


actually received, but it included: 
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- personal income tax final adjustment 
for taxation year 1971 eePean ie tly 


- 1971/72 Interim Estate Tax adjustment - $ 26,000. 
Total F282 AAT 
The Public Accounts figure includes two items normally not 
considered part of personal income tax revenue. These items are: 
- Federal-Provincial Fiscal Arrangements 
Act 1972, province's share of "Part V 


1971 Undistributed Income on Hand" $ 149 .503 


- Federal-Provincial Fiscal Arrangements 
Act 1972, Revenue Guarantee, Personal 


Income Tax $ 1,098,000 
Total Ce A725 03 


A difference of $53,000 was noted, but no explanation of this 


relatively minor difference was forwarded. 


Personal income tax revenue reported in the province's Public 

Accounts does not include 1972 tax credits given: 

- 1972 Ontario tax credits $180,025,314 

~ administrative fee (1% of tax credits) $ 218003255 
Total $181 825,567 

Final adjustment payment of $8.1 million was made in March 

1974, but received in April 1974. As a consequence, the 

adjustment payment is considered by the Province of Saskatchewan 


as a revenue for fiscal 1974/75. 


Personal income tax revenue reported in the province's Public 
Accounts figure for personal income tax revenue includes an 
amount of $7.1 million believed to be corporate income tax revenue. 


(Based on information obtained from the Province of Alberta. ) 
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3: The Taxation Year Method 


The method developed for the disaggregation of personal income tax 
revenues of federal and provincial governments to selected urban areas 
is based on the one hand on a breaking down of fiscal year revenues 
into taxation year components and, on the other hand, on the use of 
ratios derived from Green Book estimates of personal income taxes 
payable from cities. This taxation year method is expected to produce 
valid results if Public Accounts revenue data can be broken down to 
taxation years involved and if the ratios calculated are sufficiently 


accurate. 


For provincial governments both conditions have been met in reconciling 
Public Accounts and Taxation Statistics data on personal income taxes. 
In the process fiscal year revenues of provincial governments have 

been accurately disaggregated to the taxation years involved. Further- 
more, Summation of revenue components relating to the same taxation 
year (i.e. summation of columns) produced results Sufficiently close to 
the estimates of provincial personal income taxes payable of the 


provinces examined. 


However, this by itself was not enough. So far, only one side of the 
ratio - total provincial personal income taxes payable to a provincial 
government - has been examined. The second part of the ratio - personal 
income taxes payable from cities - must also be found to be sufficiently 
accurate. This aspect has been investigated (see Section III, Margin of 
Error in Source Data) and, in addition to a general sampling error, one 


special type of error has been identified. The special type of error 
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is due to a processing of tax returns by mailing address. This introduces 
a special error in particular in the estimates of provincial personal 
income taxes payable from cities. Under the existing tax collection 
agreements, provincial personal income taxes assessed are payable to 
provincial governments on the basis of province of residence on December 
31 of the year for which the tax return is filed. In other words, to the 
extent that there is a difference between province of residence on 
December 31 and province of mailing address, the estimates of provincial 


taxes payable from cities may be off by a certain percentage. 


Since province of residence on December 31 is such a key item of 
information, Revenue Canada processes all tax returns on this basis 
with a view to determining the precise amounts of provincial taxes 
assessed. These data have been used to make certain comparisons from 
which the relative importance of both sampling error and special error 


have been estimated (see Section III, Margin of Error, Table 21). 


At the provincial level, the Green Book estimates of federal and 
provincial taxes payable (estimated on the basis of mailing address) 
proved to be quite satisfactory. In no case did the total error exceed 
3% of the estimated tax payable, with the general sampling error 
accounting for 1% to 2% of taxes payable. For some provinces (New 
Brunswick and Saskatchewan, for example) the special error appeared to 

be small (less than 0.5%), while in other provinces (Alberta and Ontario) 
the special error was somewhat larger (between 0.5% and 1% of the 


estimates of taxes payable). 


At the city level the comparisons made were less conclusive. However, 
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for the cities examined the total error in the estimates of taxes 
payable is not expected to exceed 5% of the estimates given. Due to 
the generally large size of the cities examined, sampling error is not 
expected to be significantly different from the error found at the 
Provincial level, i.e. may be taken to be 2% at most. The special 
error is believed to be larger at the city level than at the provincial 
level, but may vary from city to city. Although its magnitude could 
not be estimated from the data available, the special error is not 


expected to exceed 3% of taxes payable from a city. | 


Naturally, the ratios calculated are not any better than the source 
data from which they are derived. Similarly, any final results based 
on these ratios will be accurate within the same or a somewhat larger 
margin of error. This also depends on any adjustments made to the 
source data, as well as the accuracy of the data to which the ratios 


are applied. 


Adjustments made to source data were limited to boundary adjustments 
(see Section III, Boundary Problem). For some cities, specifically 
Moncton, Toronto and Edmonton, the boundaries used by Revenue Canada 
are such that they could not be reasonably considered to approximate 
the boundaries adopted by the Tri-Level Task Force. In these cases 
federal and provincial taxes payable from these cities were adjusted on 
the basis of 1971 Census population data. The adjustments made are 
felt to be reasonable but introduce the possibility of an additional 


error. However, in view of the type of assumptions made (see Section III, 


SS ee De eR ee es 


See Section III, Margin of Error 
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Boundary Problem), the error introduced is not expected to be significant. 


One other adjustment to source data has been considered, namely, to 
correct the Green Book estimates of provincial taxes payable from cities 
for the final adjustment payments provincial governments receive. 
However, these adjustment payments are relatively small, generally not 
exceeding 3.5% of taxes assessed, if over- or under-payments are excluded. 
Furthermore, since additional payments originating in a city as final 
adjustment payments cannot be determined independently, any new ratio 


would only reflect the implications of special assumptions made. 


On the other hand, by not making an adjustment, the implicit assumption 
is that a city's share of previous year taxes assessed and unapplied 

tax deductions is similar to its share of total provincial taxes payable. 
This, however, is a reasonable assumption and, in fact, without some 
evidence to the contrary, any other assumption would appear to be less 


dependable. 


It remains to consider the accuracy of the data to which the ratios 
calculated are applied. This is Public Accounts data broken down to 
the taxation years involved. In reconciling Public Accounts and 
Taxation Statistics data some differences were noted. However, after 
making the necessary corrections the breakdown of the fiscal year 
revenues to taxation years involved has not been estimated but reflects 
the actual amounts received. These figures are treated as entirely 
accurate and do not introduce any additional errors in the results 


obtained. 
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4. The Disaggregation of Provincial Personal Income Taxes 


to Five Selected Cities 


So far it has been established that the Green Book estimates of taxes 
payable from cities are not perfect but reasonably accurate. When used 
for a disaggregation of provincial personal income tax revenues to 
selected urban areas, the margin of error in the results obtained is 
believed to be in the order of plus or minus 5% of the estimates made. 
On the assumption that this is acceptable to the Tri-Level Task Force, 


the necessary calculations have been made and are detailed below. 


The ratios used in the disaggregation of provincial personal income 
taxes are calculated in Table 8 which gives for each city and province 
involved the estimates of provincial taxes payable prepared by Revenue 
Canada. | Ratios for 1974 are estimated on the basis of a noticeable 


though slight decrease in the ratios of the preceding three years. 


Table 9 gives the revenues to which the ratios calculated above are to 
be applied. For each of the provinces concerned, Table 9 gives total 
personal income tax revenue received during fiscal years 1972/73 and 
1973/74, and the breakdown of these revenues to the taxation years 


involved. 


The amounts of provincial personal income taxes raised in the cities 
selected now are estimated by multiplying the appropriate ratios 
calculated with the corresponding taxation year revenue amount. For 


each of the selected cities the results obtained with this method (in 
Apacer a A: ASO al ST 


Source: Revenue Canada Taxation, Taxation Statistics ale 
1973, Basic Tables, Table 5 
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Table 10 referred to as the "taxation year method") are compared with a 
short-cut method which, at the provincial level, is expected to produce 


(equally) good results. 


With the short-cut method, a province's total amount of personal income 
tax revenue received during a fiscal year (i.e. Public Accounts total) 
is disaggregated to a city using the ratio calculated for the taxation 
year with which the fiscal year largely coincides. The validity of 
this method is based on the fact that a province's fiscal year personal 
jncome tax revenue largely consists of payments received with respect 


to one taxation year. | 


The estimated amounts of provincial personal income taxes raised in the 
five selected cities are calculated in Table 10, A - E, following the 


two methods described, i.e. taxation year method and short-cut method. 


Nee ee eee 


See Table 7, A - E for the pattern and amounts involved. 
Generally, payments received in 1972/73 consist of 11 months 
for taxation year 1972, 1 month for taxation year 1973 and a 
final adjustment payment for 1971. Payments for fiscal 
1973/74 follow a similar pattern 
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Table 8 
Provincial Personal Income Taxes Payable 


by Taxation Year 


Selected Cities and Provinces 


(thousands of dollars) 


Provincial Personal 


Taxation Income Taxes Payable Ratio 
Year City Province City/Province 


Moncton? New Brunswick 
Gosue 46,146 
7,583 60,118 
8,795 PO se 


Torontol Ontario 

330 5270 954,456 
379,354 teler.ocs 
462 ,204 133777415 


Winnipeg Manitoba 


81,814 110.637 
96,73/ 134,439 
113,843 162 , 890 


Saskatoon Saskatchewan 


14,268 63,097 
16,411 81,748 
22 5633 120,433 


Edmonton! Alberta 
60 5035 131.213 
72,682 221,789 
86,477 270,394 


Taxes payable from these cities have been adjusted for boundary 
ANUS ge For details see Section III, The Boundary Problem, 
able 25 


1974 ratios have been estimated. 


Source: Revenue Canada, Taxation Statistics 1971, 1972, 1973, 


Basic Tables, Table 5 
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Table 9 
Personal Income Tax Revenues, by Taxation Year, Selected Provinces 
Fiscal Year 1972/73 and 1973/74 


(millions of dollars) 


New Saskat- 
Brunswick | Ontario Mani toba chewan Alberta 


A. Fiscal Year 
1972/73 


Taxation Year 197] 


Taxation Year 1972 
Taxation Year 1973 


B. Fiscal Year 


1973/74 


1,417.6 


Taxation Year 1972 -9./7 


Taxation Year 1973 120422 


| Taxation Year 1974 143.1 


- Figure differs from New Brunswick Public Accounts. For details see 
Table 7-A and corresponding reference note 


Includes $181.1 million in Ontario tax credits 
3. Includes $24.5 million in Manitoba tax credits 


+ Payment of $8.1 million made in March 1974 was received in April 1974 
and is included in Saskatchewan's personal income tax revenue of 
1974/75 


Source: Department of Finance, Federal-Provincial Relations Division, 
Cash Payments to the Provinces from the Federal Government in 
Fiscal Year 1972/73 and 1973/74 
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Table 10-A 


Estimates of Provincial Personal Income Tax Revenues 
ee at rersonai income tax Revenues 
Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 
Ee eres FISCAL IW9/e//3 and 1973/74 
(dollar amounts are in millions ) 


Methods Used 


1. Taxation 
Method 


New Brunswick to Moncton 


Fiscal 1972/73 Fiscal 1973/74! 


Ratio x Amount Ratio x Amount 
= Allocation = Allocation 


Year 


Taxation Year 


197] 


OOO eta 314 


Taxation Year 
1972 


ira oi eh easy il 


6.444 SURO] Pap dell Sat ey CP aes cy 


Taxation Year 


1973 


wIZ280x%. "952 


ii} 
~I 
aod 
PO 


a 226 exeoou! 


iT] 
(oe) 
at 
— 
| 


Taxation Year 


1974 


209 7-3 


iT] 
oe) 
ee) 
ipo) 


Total Allocated 
to Moncton 


Short-cut 
Method 


Taxation Year 
1972 


-1261 x 59.2 = 7.465 


Taxation Year 
1973 


-1228 x 80.0 = 9.824 


Public Accounts data on personal income tax revenue have been 
corrected for the inclusion of $1.2 million of non-personal 
income tax revenue. For details, see Table 7-A and 
corresponding reference notes 
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Table 10-B 


Estimates of Provincial Personal Income Tax Revenues 
Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 
(dollar amounts are in millions) 


Ontario to Toronto 


Methods Used Fiscal 1972/73 Fiscal 1973/74! 


Ratio x Amount Ratio x Amount 
= Allocation = Allocation 
Taxation Year 
Method 


Taxation Year 
1971 -3460 x -6.0= -2.076 


Taxation Year 
19 #2 . 3379 x 1089.8 = 368.243] .3379x -9.7= -3.278 


Taxation Year 
Lewis. .3356 x 121.1 = 40.641] .3356 x 1284.2 = 430.978 


Taxation Year 
1974 .3304 x 143.1= 47.280 


Total Allocated 
to Toronto 406.808}. 474 .980 


Short-cut 
Method 


Taxation Year 
1972 3379 x 1204.9 = 407.136 


Taxation Year 
1973 | 3356 x 1417.6 = 475.747 


Includes $181.8 million of Ontario tax credits not included in 
Ontario Public Accounts figure for its personal income tax revenue 
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Table 10-C 


Estimates of Provincial Personal Income Tax Revenues 
Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 
(dollar amounts are in millions) 


Methods Used 


1. Taxation Year 
Method 


Manitoba to Winnipeg 


Fiscal 1972/73 Fiscal 1973/74 


Ratio x Amount Ratio x Amount 
= Allocation = Allocation 


Taxation Year 


1971 


395) Koma —1o,045 


Taxation Year 


1972 


-/196 x 131.1=94.340 |.7196 x -3.0 = -2.159 


Taxation Year 
1973 


-6989 x 13.7= 9.575 1.6989 x 146.6= 102.459 


Taxation Year 


1974 


-6786 x 16.3= 11.061 


Total Allocated 
to Winnipeg 


100.069 11.363 


“a 


Short-cut 
Me thod 


Taxation Year 
1972 - 7196 x 139.6 = 100. 456 


Taxation Year 
1973 


-6989 x 159.9= 111.754 
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Table 10-D 


Estimates of Provincial Personal Income Tax Revenues 
Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 
(dollar amounts are in millions) 


Saskatchewan to Saskatoon 


| Methods Used = Fiscal 1972/73 Fiscal 1973/74 


Ratio x Amount Ratio x Amount 
= Allocation = Allocation 
Taxation Year 
Method 


Taxation Year 
1971 .2261 x -3.6 


Taxation Year 
1972 .2006 x 7025 


Taxation Year 
1973 .1879 x 8.4 -1879 x 96.5 


Taxation Year 
1974 - 1689 x 10.6 


Total Allocated 
to Saskatoon 
Short-cut 

Me thod 


Taxation Year 
1972 .2008 x 75.2 


Taxation Year 
1973 .1879 x 107.0 = 20.105 


Final adjustment payment for taxation year 1972 ($8.1 million) 
1s included in personal income tax revenue of fiscal 1974/75 
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Table 10-E 


Estimates of Provincial Personal Income Tax Revenues 
Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 


(dol 


Methods Used 


Taxation Year 
Me thod 


Taxation Year 
1971 


Taxation Year 
1972 


Taxation Year 
1973 


Taxation Year 
1974 


Total Allocated 
to Edmonton 
Short-cut 

Me thod 


Taxation Year 
1972 


Taxation Year 
1973 


Adjusted for the i 
income tax revenue 
personal income ta 
reference notes 


lar amounts are in millions) 


Alberta to Edmonton 


Biscalmig ia; 7a Fiscal 1973/74! 


peed es ab. AAG! 


POCTLUAMCOseUP— OF O34 Ges 7 EX. 74 


aot bex meee one) 19640. 31 ObExa7 46.9 


SOLAR Xe 2h 60 


BOLE 23050 e002 


-3148 x 281.7 = 90.088 


nclusion of $7.1 million of non-personal 
in Alberta's Public Accounts figure for its 
xX revenue. See also Table 7-E and corresponding 
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Analysis of Federal Personal Income Tax Revenues 


(e Complicating Factors 


The general approach to the disaggregation of the federal personal income 
tax to selected cities is the same as for provincial governments. The 
main steps involved, therefore, are estimating the taxation year components 
of fiscal year revenues, the calculation of city/total federal taxes 
payable ratios, and the use of those ratios in estimating the amounts 


raised in specific cities. 


However, at the federal level several complications arise which are not 
present at the provincial level. For example, in contrast to provincial 
governments, at the federal level taxes assessed do not accurately measure 
actual revenues received. Not all taxes assessed are actually paid and, 
Similarly, not all refunds entitled are actually claimed. The amounts 
involved may be relatively small but act as a disturbance factor not 


present at the provincial level. 


Discrepancies between taxes assessed and revenues actually received are 
only one of the complications which arise when attempting to disaggregate 
federal personal income taxes to selected cities. Problems also arise 
from the use of different types of personal income tax payments, i.e. 
deductions at source, direct payments and refunds, considering the latter 


to be a negative receipt. 


Each of these types of receipts has different characteristics with respect 
to taxation years involved. Generally speaking, deductions at source are 


payments made for taxes to be assessed for the current taxation year. 
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Direct payments can be either payments for the current taxation year or 
payments for a previous taxation year. Refunds always relate to a 
previous taxation year, mostly the immediate preceding taxation year 


but some refunds made may be for earlier years. 


In the case of deductions at source, an additional complication arises 

out of the practice of combining into one payment certain non-tax 
deductions - employer and employee contributions to Canada Pension Plan 
and Unemployment Insurance Commission - and personal income tax deductions. 
Naturally, these non-tax revenues must be excluded when disaggregating 


federal personal income tax revenues. 


Revenues received, however, do not coincide with the federal personal 
income tax. Deductions must be made in particular for provincial personal 
income taxes collected. These are placed in the "Provincial Tax Collection 
Agreement Account", out of which any actual payments to provincial 
governments are made. Into the same account are also placed any corporate 
income taxes collected for provincial governments. Separating personal 

and corporate income taxes collected for and paid to provincial governments 


thus is one of the factors to be considered. 


Other revenues are placed in special funds, such as the Old Age Security 
Fund, or separated out as a special tax revenue, for example, Social 
Development tax prior to 1972. Following Statistics Canada's definition 
of personal income tax revenue, adopted by the Tri-Level Task Force, 
these revenues are part of the federal personal income tax and hence must 
be considered when disaggregating federal personal income tax revenues to 


selected cities. 
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All of the problems and complications outlined above are compounded by 
an overlapping of fiscal and taxation years. Any one taxation year 
overlaps with two successive fiscal years and, vice versa, any one fiscal 


year includes parts of two taxation years. 
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ya Diagram of Cash Flows 


In order to deal with these complications, a system approach best 
described with the aid of a colour flow diagram was adopted (see 


Diagram 1). 


The Diagram pictures various personal income tax cash flows paid into 
and out of an "account" kept by the Receiver General. On the incoming 
Side are payments received, specifically deductions at source, after 
netting out non-tax revenues credited to Canada Pension Plan and 
Unemployment Insurance Commission, and direct payments received. 
Outgoing payments include refunds for previous year(s) and payments 


into the Provincial Tax Collection Agreement Account. 


Deducting the outgoing payments from revenues received gives the 

amount of federal personal income taxes collected during a period of 
time (month, quarter or year). This reflects Statistics Canada's and 
the Tri-Level Task Force definition of the federal personal income tax. 
The federal Public Accounts definition is very similar, except that 
further deductions are made for revenues credited to the Old Age Security 
Fund, and prior to 1972 the Social Development tax was separated out as 

a special tax revenue and reported separately in federal Public Accounts. 
However, rather than showing the actual transactions taking place, the 
Diagram shows these flows, alongside the revenues paid into the 
Consolidated Revenue Fund, as component parts of the federal personal 


income tax as defined by the Tri-Level Task Force. 
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In order to deal with the problem of fiscal versus taxation year, 
different colours are used to indicate the taxation year to which fiscal 
year payments received or made, relate. At this stage, of course, the 
composition of federal personal income tax revenue (defined as the 
difference between incoming and outgoing payments) cannot be indicated 
in "colours". Its "colour" (taxation year) composition is to be 
estimated from the "colour" composition of incoming and outgoing 


payments. 


A second device for dealing with the fiscal/taxation year problem is 

in setting up the Receiver General "account" on a quarterly basis. 
However, since the basic relationship between fiscal and taxation 

year can be adequately understood in terms of the flow diagram by 
separating out the first quarter of a calendar year only, the remaining 
three quarters of a calendar year are combined into one "account". The 
two "accounts" of a fiscal year are distinguished by the taxation year 


with which they coincide. 


The Receiver General's "account" is cleared every quarter, with any 
Surplus revenues being defined as federal personal income tax revenue. 
However, in order to meet future payments relating to a specific 
taxation year, some revenues may be shifted forward from one quarterly 
account into the next, possibly affecting fiscal year totals. In 

other words, when comparing the resulting federal personal income 

tax of a fiscal year with Public Accounts totals, this shifting forward 


of certain revenues must be taken into consideration. 
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Several Diagrams like the one discussed were prepared. In total 

these Diagrams covered the period January 1970 tiFouatt March 1975, 
thus including fiscal years 1970/71 through 1974/75 and taxation years 
1970 through 1974. Extending the period covered both before and after 
the two specific years which are disaggregated, i.e. fiscal 1972/73 
and 1973/74, was necessary in view of the taxation year components 


of payments received and made during fiscal 1972/73 and 1973/74. 
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=f Revenue Canada Source Data 


To estimate taxation year components of payments received and made, 
quarterly base data was obtained from Revenue Canada, Taxation Division. | 
Specifically, this included quarterly data on deductions at source, 
direct payments and refunds (Table 11), and the amounts of non-tax 


revenues included in deductions at source (Table 12). 


Where possible these data were checked against federal Public Accounts 
data by summation of the quarters making up a fiscal year. Table 13 
compares Revenue Canada na ensnene on payments to Canada Pension Plan 
and Unemployment Insurance Commission. Table 13 indicates that in 
addition to two relatively minor differences - $23.5 million for 

Canada Pension Plan 1971/72 and $20.7 million for Unemployment Insurance 
Commission 1973/74 - there is a major difference of $408.4 million for 
Unemployment Insurance Commission 1971/72. However, due to time 


limitations, it was not possible to investigate these differences. 


Payments to the Old Age Security Fund and the Social Development Tax 
are reported separately in federal Public Accounts but are included in 
Revenue Canada source data. Since these taxes are considered by the 
Tri-Level Task Force to be part of the federal personal income tax, it 
was not necessary to obtain quarterly data on these taxes. However, 
On special request Revenue Canada made a comparison on a fiscal year 
basis and their source data on these two items were found to agree 


with Public Accounts data. 


Before calculating federal personal income tax revenue from Revenue 


lenesnanSnEEREnSDDSennnenreenneneiemmeemeemenermemmeeeeemeeee ee a — 


Mr. B. W. Abela, Revenue Canada Taxation, letter Octobe 22, 1975 
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Canada source data, it is necessary to separate personal and corporate 
income taxes of the Provincial Tax Collection Agreement Account. This 


is done in Table 14 for fiscal years 1970/71 to 1974/75. 


Part A of Table 14 separates the funds paid into the Account, while 
part B gives the dollar amounts of payments made to provincial 
governments. Part C summarizes the differences between payments 
received and made by the Provincial Tax Collection Agreement Account. 
Comparing the total difference with Public Accounts data on changes in 
closing balance of the Provincial Tax Collection Agreement Account, 


some relatively minor differences were noted (see Table 14, footnote 3). 


In Table 15, federal personal income tax revenue as defined in the 
Public Accounts of Canada, i.e. excluding the Social Development tax 
and revenues credited to the Old Age Security Fund, are calculated from 
Revenue Canada source data. This is done for fiscal years 1971/72 to 
1973/74 by taking gross revenues received and deducting (i) refunds, 
(ii) non-tax revenues (i.e. contributions to Eanes Pension Plan and 
Unemployment Insurance Commission) (iii) revenues credited to the Old 
Age Security Fund and Social Development tax, and (iv) payments made 


to the Provincial Tax Collection Agreement Account. 


The net result should correspond with Public Accounts figures for 
federal personal income tax revenue. However, as Table 15 indicates, 
only the calculations for 1973/74 agree with Public Accounts data 
while there remains a difference of $60 million for fiscal 1971/72 and 
$40 million for 1972/73. Due to time limitations these remaining 


differences have not been investigated. 
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Table 12 
Revenue Canada Source Data 


Payments to Unemployment Insurance Commission and Canada Pension Plan 
By Quarter, January 1971-March 1975 


1o7) 
Jan. 1/71 


Roueats tl 
July 1/71 
Geta. bAd! 
972 

Jan. 1/72 
Apr. 1/72 
July 1/72 
Oct. 1/72 
1973 

Jan. 1/73 
Apr. 1/73 
July 1/73 
Oct. 1/73 
1974 

Jan. 1/74 
Apr. 1/74 
July 1/74 
Oct. 1/74 


1975 
Jan. 1/75 


Mar. 31/71 
June 30/71 
Sep. 30/71 
Dec. 31/71] 


Mar. 31/72 
June 30/72 
Sep. 30/72 
Dec. 31/72 


Mar. 31/73 
June 30/73 
Sep. 30/73 
Dec. 31/73 


Mar. 31/74 
June 30/74 
Sep. 30/74 
Dec. 31/74 


Mar. 31/75 


ousands of dollars 


Unemployment 


Insurance 
Commission 


162,209 
1795776 
129 ,594 
186,471 


267,011 
239 ,400 
250,400 
222,100 


310 5242 
387,000 
382 ,000 
421,000 


430,941 


227,700 
268,849 
1955713 
100,085 


237,900 
309 , 100 
205,700 
116 ,642 


266,000 
346 ,600 
214,000 
112,000 


346,764 
383, 700 
277,200 
195 5763 


382 , 100 


The dollar amounts listed do not necessarily represent the actual 
amounts received, but are the amounts transmitted by Revenue Canada 
to Unemployment Insurance Commission and Canada Pension Plan 


Source: Revenue Canada, Taxation Division 
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Table 13 


Employer and Employee Contributions to CPP and UIC, 
Fiscal 1971/72 to 1973/74 


Revenue Canada and Public Accounts 


(millions of dollars) 


Revenue Public 
Canada Accounts Difference 


A__Canada Pension Plan 


Fiscal 1971/72 862.5 
1972/73 897.4 
1973/74 1301933 


B Unemployment Insurance 
Commission 


Fiscal 1971/72 
1972/73 


1973/74 


Source: Revenue Canada, Taxation Division (see Table 12) 
Public Accounts of Canada, 1971/72 to 1973/74 
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Table 14 


Provincial Tax Collection Agreement Account 
Personal and Corporate Income Taxes 
Fiscal 1970/71 to 1974/75 


(thousands of dollars) 


| Personal Corporate Total 
| Income Tax Income Tax Income Tax | 


A Funds Received - 


Fiscal 1970/71 1,631 9953 226,858 1,858,211 
1971/72 1,887,621 268,970 2s 100,00) 
1972/73 P0909 ..950 368,294 2,45935252 
1973/74 e551 050c0 SI Tst33 2,754,061 
1974/75 £50/25900 550 ,668 3442355711 


B Payments to Provinces’ 


Fiscal 1970/71 1,721 ,664 224,210 1,945,874 
I e/2 isda, 00) peoeee) 2,023,482 
1972/73 2,152,161 299,125 2,451,286 
1973/74 2,414,165 381,836 2,196,001 
1974/75 2,897,022 719,437 3,616,459 


C Differences? 


Fiscal 1970/71 -90,311 - 87,663 
1971772 +94,060 +133, 109 
1972/73 -61,203 + 7,966 
1973/74 -37 ,837 - 41,940 
1974/75 -24,119 -192 ,888 


1 , A ee Si 
Source: Revenue Canada, Taxation Division 
2 


Government of Canada, Department of Finance, 
Federal-Provincial Relations Division 


Calculated as (A-B). Positive numbers imply an 
increase and negative numbers a decrease in fiscal 
year closing balance of the Provincial Tax Collection 
Agreement account. However, there are some minor 
differences with Public Accounts data. The increase 
in closing balance, fiscal 1971/72, is reported as 
$129 ,895,319 (in Table 14 this is $133,109,304). 
Similarly, for fiscal 1973/74 Public Accounts report 

a decrease in closing balance of $43,982,111 (in Table 
14 this is $41,939,688) 
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Table 15 


Estimation of Federal Personal Income Taxes 
ee ee eee UnaaS INCOME. LaxXes 


from Revenue Canada and Department of Finance Source Data 


(thousands of dollars) 


Gross 


Deductions at Source 
Direct Payments 


Deduct 


Refunds 
Deductions at Source 
Direct Payments 


1973/74 | 


deloogd95 
1,865,909 


Liaise gOS 7, 
1,884,765 


12,869,791 
2,248,817 


( 858,912) 
( 7,524) 


( 906,583) 
( 5,755) 


( 1,465,622) 
( 9,347) 


Non-Tax Revenue 
Canada Pension Plan 
Unemployment Insurance 
Commission 


(778023547) 
( 162,209) 


( 897,442) 
( 763,352) 


( 1,019,364) 
(et .022, 142) 


Special Taxes 
Old Age Security Fund 
Social Development Tax 


Provincial Tax Collection 
Agreement account 1 
Increase/Decrease 


Payments to Provinces 


iNet Federal Personal 
Income Tax 


(15237,000) 
( 408,400) 


( 1,190,000) 
( 15,600) 


( 1,300,000) 


( 61,203 SE seey 


(1,793,561) 


94,060) 


ees ThA 161) 2 2414 2165) 


5,641 ,489 UN RI RYs 7,925,805 


Public Accounts 95581 ,983 Tel/2,600 75925,503 


+d. 200 +e 


Dif ference — 40 ,056 


: Increase and decrease in closing balance of the Provincial Tax Collection 
Agreement account due to personal income tax only, i.e. after eliminating 
the effect of corporate income taxes. Note also that an increase in 
closing balance implies a payment into the Tax Collection Agreement 
account and must be deducted from gross revenues to arrive at the 
calculated federal personal income tax revenue. Correspondingly, a 
decrease in closing balance must be added 


Source: Public Accounts of Canada 
Revenue Canada, Taxation Division, Source data obtained. 
Government of Canada, Department of Finance, Federal-Provincial 


Relations Division, Cash Payments to the Provinces from the 


Federal Government 
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4. Estimation of Taxation Year Components 


Accurate information on taxation year components of payments received 

on a fiscal year basis was not available. In other words, taxation 

year components must be estimated from basic assumptions made. These 
assumptions were developed in consultation with Revenue Canada, separately 


for deductions at source, direct payments and refunds. 


For deductions at source, the assumption made is that they relate to 
the current taxation year with a one-month time lag. In other words, 
deductions at source received in January of a year generally reflect 
payments made for the taxation year corresponding to the previous 


calendar year. 


Direct payments are assumed to be for the previous taxation year if 
received during the months January through June. All direct payments 
received during July through December are assumed to be made for the 


current taxation year. 


Refunds, it is assumed, are always made for over-collections of the 


previous taxation year. 


The assumptions made reflect general tendencies but are not as refined 
as they might have been. As a result, the breakdown of fiscal year 
federal personal income tax revenues is a first approximation. A more 
accurate breakdown would be obtainable from further refining the 
assumptions made; for example, assuming payments and refunds made for 


a particular year to be spread over at least one more fiscal year. 
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In Table 16 A-E, the taxation year components of deductions at 
source, direct payments and refunds are estimated on the basis of 

the assumptions made above. Furthermore, taxation year components 

of tax collection payments to provinces, and opening and closing 
balances of the Provincial Tax Collection Agreement Account (after 
netting out corporate income taxes), were obtained from the federal 
Department of Finance. | Consequently, for each fiscal year, taxation 
year components of the federal personal income tax could be estimated 


as the sum total of the column items listed. 


Table 16 is organized by fiscal year and, where possible, comparisons 
are made with Public Accounts data. However, no comparisons were 
possible for fiscal 1970/71 because the data obtained for that year 
is incomplete, and fiscal 1974/75 for which some Public Accounts are 
not yet published. Differences between Revenue Canada source data 


and Public Accounts are noted but could not be investigated. 


In Table 17 taxation year components of federal personal income 

taxes, estimated in Table 16, are tabulated in such a manner that a 
comparison with Revenue Canada Taxation Statistics is possible. Table 
17 is constructed as a two-way entry table similar to the one used 

for provincial government. Summation of a row therefore should 
correspond with Public Accounts data and summation of a column should 
give a total comparable to the Green Book estimates of federal taxes 


payable. 


Source: Government of Canada, Department of Finance, 


Federal-Provincial Relations Division, Cash Payments 
to the Provinces from the Federal Government 
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The differences with Public Accounts data have already been noted and 


need no further commentary. 


For taxation years 1972 and 1973, the differences with the Green Book 
estimates of federal taxes payable appear to be within acceptable 
limits (2.1% for 1972 and 0.5% for 1973) and can be explained in 
terms of sampling error and disturbance factors causing a difference 
between taxes assessed and actually received. However, the possible 


influence of each of these factors has not been investigated. 


The difference of 7.8% in the Green Book Taxation Statistics for 
taxation year 1971 appears to be too high to be explainable in these 
terms. However, no satisfactory explanation has been offered and a 
further investigation, possibly in conjunction with the difference 
noted for Unemployment Insurance Commission 1971 (see Table 13), 


might be required. 
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Footnotes to Table 16, A-E 


1. Revenue data for fiscal 1970/7] is incomplete, Specifically, the 
amounts given for deductions at source, direct payments and refunds 
are those of the quarter January 1 - March 31, 1971, only. However, 
the amount transferred to the Provincial Tax Collection Agreement Account 
refers to the entire fiscal year. To avoid giving an incorrect 
impression, only the 1971 taxation year column, which is used in 


Table 17, has been totalled. 


2. These are the amounts provided by Revenue Canada, Taxation Division 
(Table 11), after netting out non-tax revenues credited to 


Unemployment Insurance Commission and Canada Pension Plan (Table 12). 


The distribution of deductions at source over two taxation years 
follows from the assumption made that deductions at source are for 
the taxation year in which received, except source deductions 
received in January which generally still are for the previous 
taxation year. Since accurate information on the amounts received 
in January was not obtained, the estimated breakdown over the two 
taxation years is based on an additional assumption, The additional 
assumption made is that one third of source deductions received 
during the first quarter of a calendar year, is received in January. 
This is not necessarily so and a Slightly different breakdown of 
deduction at source over two taxation years would result if accurate 
information on January receipts had been used. The possible error 


introduced by this assumption, however, is expected to be minor. 
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Footnotes to Table 16, A-E (Continued) 


3. Direct payments are the amounts taken from Table 11 and distributed 
over two taxation years on the assumption that all payments received 
during the first half of a calendar year (January-June) still are 
payments made for settling taxes assessed of the previous taxation 
year. However, direct payments received during the period July- 
December of a calendar year are payments made for the current 


taxation year. 


4. The amounts refunded, similarly, are taken from Table 14, Their 
distribution over two taxation years follows from the assumption 
made that all refunds made during a calendar year (current 


taxation year) are for the previous taxation year, 


5. The amounts transferred to the Provincial Tax Collection Agreement 
account are taken from Table 14A. Since this is a transfer from one 
Federal account to another account kept by the federal government, 
these transfers need not be disaggregated to taxation years. 


However, as a result, row and column totals do not balance. 


An alternative way of presentation which would keep row and column 
totals balanced, is to assume a steady transfer of funds to the 
Provincial Tax Collection Agreement account and to distribute these 
transfers accordingly over the two taxation years of a fiscal year. 
However, since the amounts paid into the Provincial Tax Collection 
Agreement account, as reported by Revenue Canada, did not entirely 


coincide with the amounts received as reported by the Department of 
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Footnotes to Table 16, A-E (Continued) 


Finance, this manner of presentation could not be followed. 


6. Data in opening and closing balance of the Provincial Tax 
Collection Agreement: account were obtained from Government of 
Canada, Department of Finance, Federal-Provincial Relations Division. 
They are allocated to the taxation years in which the account is 
closed and opened. The implicit assumption made is that these funds 
are the last transfers made in the fiscal year being closed and the 


first to be paid out to Provinces in the new fiscal year. 


7. Given accurate information on opening and closing balance of the 
Provincial Tax Collection account, and on payments made to Provinces, 
the amount shown as having been received from the Federal Tax 
Collection account was calculated so as to balance the Provincial 


Tax Collection Agreement account on a fiscal year basis. 


Naturally, the amounts received from the Federal Tax Collection 
account should coincide with the amounts paid into the Provincial 
Tax Collection Agreement account. However, there are minor 
differences in the amounts reported by Revenue Canada and the 


amounts implicitly reported by the Department of Finance. 


For reasons explained in Footnote 5, above, these receipts have not 


been disaggregated to taxation years. 


8. Data obtained from Government of Canada, Department of Finance, 


nt4ANne MIyvIEIN Cfaekhk naw » t te thn Dunyvincas:- 
acvtlons viVislOns LaSil pYyiter bo FY LIC FEU Tite S 
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Footnotes to Table 16, A-E (Continued) 


HE 


from the Federal Government. This source document accurately 


indicates the taxation years for which the payments are made. 


The differences noted in Table 16 do not entirely coincide with 
the differences noted in Table 15 (and Table 17). In Table 16, 
Public Accounts data is taken from the details provided in 

Volume Il of the Public Accounts, whereas the comparisons made in 
Tables 15 and 17 are based on data provided in Volume I, The two 
volumes, although referring to the same fiscal year, do not 


always provide the same information. 


These totals do not coincide because of the noted differences 
between payments into the Provincial Tax Collection Agreement 
account, reported by Revenue Canada, and the amounts received as 
reported by Department of Finance (see also, footnotes 5 and 6 


above). 
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ai The Disaggregation of Federal Personal Income Taxes 
to Five Selected Cities 


The method used for disaggregating federal personal income tax revenues 
to the five selected cities is similar to the one used for disaggregating 
provincial personal income taxes. It involves the calculation of ratios 
indicating the relative share of federal personal income taxes raised 

in the cities selected (Table 18). These ratios are calculated from 
Green Book estimates of federal personal income taxes payable by these 
cities for taxation years 1971, 1972 and 1973. The ratios for 1974 have 


been estimated as an average of the ratios of the Preceding three years. 


Federal personal income tax revenues broken down to the taxation years 


involved are given in Table 19 for fiscal years 1972/73 and 1973/74. 


Finally, Table 20 A-E calculates the results for each of the five 
selected cities. For each city, federal personal income tax revenues 
are disaggregated using the taxation year method. The results obtained 
in this way are compared to results obtained using a short-cut method 
similar to the one used for Provincial governments, i.e. using the ratio 
of the taxation year largely coinciding with the fiscal year being 


disaggregated. 


C2 


Jo Gene 


gexiane 


c 


4 


Moncton! 
1971 
1972 
1973 
1974 


oni 


197] 
1972 
S73 
1974 


Winnipeg 


1977 
1972 
Wis 
1974 


Saskatoon 


197] 
1972 
1973 
1974 


Edmonton! 


1971 
1972 


oO 
197 


1974 


Table 18 


Federal Personal Income Tax Payable 


by Taxation Year 
Canada and Selected Cities 


(thousands of dollars) 


Federal Personal 
Income Taxes Payable 


City 


15,871 
173765 
18,970 


1,0783399 
1,243,786 
1,397,249 


197,633 
222 ,688 
243,999 


39,720 
43,222 
51,470 


168,177 
196,674 
220,676 


Canada 


6,688, 750 
7,796,621 
8,834,058 


6,688,750 
7,796,621 
8,834,058 


6,688,750 
7,796,621 
8,834 ,058 


6,688, 750 
7,796,621 
8,834 ,058 


6,688,750 
7,796,621 
8, 834 ,058 


Ratio 
City/Canada 


.0024 
-0023 
.0021 


"00237 


-1612 
1595 
1581, 
. 1596 


eUz oo 
02 86 
-0276, 
02 86 


.0059 
0055 
.0058, 
.0058 


.0251 
.0252 
0250, 
.0251 


Taxes payable from these cities have been adjusted for boundary 


differences. 


Table 25 


1974 ratios have been estimated 


For details see Section III, The Boundary Probiem, 


Source: Revenue Canada Taxation, Taxation Statistics 1971, 1972 
1973, Basic Tables, Table 5 


Federal Personal Income Tax Revenues, 1972/73 and 1973/74 


Source: 


Table 19 


by Fiscal Year and Taxation Year Components 


(millions of dollars) 


Fiscal Year 1972/73 


Taxation Year 197] Sends . 
Taxation Year 1972 S60 /22 


Taxation Year 1973 $1,469. 


Total, Fiscal 1972/73 $8,338. 


Fiscal Year 1973/74 


_ 


Taxation Year 1972 
Taxation Year 1973 
Taxation Year 1974 
Total, Fiscal 1973/74 


These totals differ from the amounts given in Table 1, 
$8,378.4 million and $9,225.8 million, respectively. 
For an explanation of these differences see Table 16, 
Footnotes 9 and 10 


This study, Table 17 
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Table 20-A 


Estimates of Federal Personal Income Tax Revenues 
Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 
(dollar amounts are in mil lions) 


Federal to earaNstr 


Methods Used Fiscal 1972/73 Fiscal 1973/74 


Ratio x Amount Ratio x Amount 
= Allocation = Allocation 
iTaxation Year 
|Method 


[Taxation Year 
| 1971 | .0024 x 145.9 


Taxation Year 
1972 es. xX 6, /24.65 : 2 3x 93.5 


iTaxation Year 
: 1973 P.20021°x 1,469.7 / 0021 x 7,193.2 = 


Taxation Year 
1974 0023 1X 312944 2 


Total Allocated 
to Moncton 


Short-cut 
Method 


iTaxation Year 1 
1972 .0023 x 8,338.4 = 19.178 
Taxation Year 1 


173 -0021 x 9,227.8°= 19.378 


See Table 19, Footnote 1 
Source: This Study, Tables 18 and 19 


Table 20-B 


Estimates of Federal Personal Income Tax Revenues 
ona income Tax Revenues 


Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 
(dollar amounts are in millions) 


Federal to Toronto 


Methods Used Fiscal 1972/73 Fiscal 1973/74 


Ratio x Amount Ratio x Amount 
= Allocation = Allocation 


Taxation Year 
Method 


Taxation Year 


197] 


-1612 x 145.9 = 23,519 


Taxation Year 
1972 


-1595 x 6722.8 = 1072.287 | .1595 x 93.5 = 14.913 


Taxation Year 
1973 


~1581 x 1469.7 


232.360 |.1581 x 7193.2= 1137.245 


Taxation Year 
1974 


-1596  -1941.2= 309.756 


Total Allocated 


to Toronto 1328.166 


1461.914 


Short-cut 
Method 


Taxation Year 


1972 1595 x 8338.44= 1329.975 


Taxation Year 


1973 .1581 x 9227.8'=1458.915 


1 


See Table 19, Footnote 1 
source: This Study, Tables 18 and 19 
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Table 20-C 


Estimates of Federal Personal Income Tax Revenues 
Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 
(dollar amounts are in millions) 


° . 


Federal to Winnipea 


Methods Used Fiscal 1972/73 Fiscal 1973/74 


Ratio x Amount Ratio x Amount 
= Allocation = Allocation 
Taxation Year 
Method 


Taxation Year 
sUZ95 xX 145009=" “ARsGA 
-0286 x 612278%==19? 292 s0286axat 93:°5°= -BY674 


-0276 x 1469.7 40.564 | .0276 x 7193.2 = 198.532 


Year 
.0286 x 1941.2 55.458 


Total Allocated 


to Winnipeg 237.140 256.664 


.0286 x 8338.4!= 238.478 


0276 x 9227.8t= 254.687 


See Table 19, Footnote 1 
source: This Study, Tables 18 and 19 


Table 20-D 


Estimates of Federal Personal Income Tax Revenues 
Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 
(dollar amounts are in millions) 


Federal to Saskatoon 
Methods Used Fiscal 1972/73 Fiscal 1973/74 


Ratio x Amount Ratio x Amount 
= Allocation = Allocation 


Taxation Year 
Method 


Taxation Year 
1971 


-0059' x | 145.9 


Taxation Year 
1972 


sUUDIEXmO ec. SUS a TREES .914 


Taxation Year 
1973 


.0058 x 1469.7 -0058 x97193i2 = 41.721 


Taxation Year 
1974 


-0058 x 1941.2 = 11.259 


Total Allocated 
to Saskatoon 


Short-cut 
Method 


Taxation Year 


1972 3 


.0055 x 8338.4°= 45.861 


Taxation Year 
1973 


0058 x 9227.8!= 53.521 


See Table 19, Footnote 1 


Source: This Study, Tables 18 and 19 
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Table 20-E 


Estimates of Federal Personal Income Tax Revenues 
Raised in Five Selected Cities, Fiscal 1972/73 and 1973/74 
(dollar amounts are in millions) 


Federal to Edmonton 


Methods Used Fiscal 1972/73 Fiscal 1973/74 . 


Ratio x Amount Ratio x Amount 
= Allocation = Allocation 


Taxation Year 
Method 


Taxation Year 
197] -0251°x4 14529 ="" 3 %htz 


I Taxation Year 
1972 .0252 x 6722.8 = 169.415 -Uzoerx%ie 6935.5 22390 


Taxation Year 
1973 .0250 x 1469.7 36.743 .0250 x 7193.2 = 179.830 


Taxation Year 
1974 .0251 x 1941.2 48.724 


Total Allocated 


‘to Edmonton 209.820 230.910 


Short-cut 
Method 


Taxation Year 1 
1972 .0252 x 8338.4 = 210.128 


Taxation Year 1 
1973 .0250 x 9227.8°= 230.695 


See Table 19, Footnote ] 
Source: This Study, Tables 18 and 19 
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Section III - Special Problems 


In this section two special problems are investigated: margin of error 


in source data and boundary problem. 


Margin of Error in Source Data 


For the disaggregation of federal and provincial personal income tax 
revenues to selected urban areas, two data sources are used - Public 
Accounts and Taxation Statistics. Of these two sources, Public Accounts 
are accepted as basically accurate. Although some differences were noted 
in comparison with a third source document (Department of Finance data 
for provincial governments, and Revenue Canada data for the federal 
government), these differences are taken into consideration when 


disaggregating personal income taxes to the selected urban areas. 


The situation is totally different with respect to Revenue Canada 
estimates of personal income taxes payable, published annually as 
Taxation Statistics (Green Book). These estimates are derived from an 
analysis of a stratified sample of tax returns and are affected by 


sampling error and possibly some other types of errors. 


For taxation year 1972, Revenue Canada's sample of tax returns filed 
comprised 5.76% of the total number of tax returns processed to December 
31, 1973. For taxation year 1973, this percentage was 4.1% of tax 
returns processed to December 31, 1974. This means that for taxation 
year 1972, the sample contained almost 600,000 returns out of a total of 


10.4 million. For taxation year 1973, the sample was 450,000 out of 
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a total of 11.0 m1] 1) 200 ePaT IS 


Statistically, this is a large enough sample to produce accurate results. 
Although the margin of error has not been statistically estimated by 
Revenue Canada, it is believed to be less than 3%, in part due to a less- 
than-complete coverage of all returns filed. For example, by December 
31, 1973, approximately 1% of all returns filed for taxation year 1972 


had not been processed. 


For urban regions, Green Book Taxation Statistics are based on a 
processing of tax returns by mailing address. This introduces a special 
type of error in the estimates of taxes payable from cities, in particular 
in provincial taxes payable. For example, a person may live in Nova 
Scotia on December 31 but mail his tax return from Vancouver, B.C. 

because he has moved to that city, say, in January. In this case, his 
provincial taxes assessed will be allocated (or will accrue) to Nova 
Scotia, but when estimating taxes payable from Vancouver his taxes payable 


are included in the estimates for Vancouver. 


The estimates of taxes payable prepared for any other city may be 
similarly affected. There is a difference, however, between the 
implication for federal and provincial governments. Federal personal 
income taxes remain payable to the federal government, regardless of 
province of residence on December 31 of the taxation year being 
assessed. In contrast, not all provincial taxes payable estimated for 


individual cities are payable to the government of the province in which 


a ea a 


1 source: Revenue Canada, Taxation Statistics, 1974 and 1975 Editions 
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the city is located. Some of it is probably payable to other provincial 
governments, depending on province of residence reported on individual 


tax returns. 


To gain an insight into the relative magnitude of these differences 
certain comparisons can be made for provincial governments. Green Book 
Taxation Statistics provide information on provincial taxes payable by 
"province of residence on December 31" (Basic Tables, Table 1) and by 
"mailing address" (Basic Tables, Table 5). In addition, in particular 
the data of Table 1 can be compared with provincial taxes assessed of 
the final entitlement calculation of the Department of Finance of the 
federal government. These comparisons are made for the five selected 


provinces for taxation years 1972 and 1973 in Table 21. 


From this Table, the difference between the estimates of provincial 

taxes payable by province of residence and mailing address is interpreted 
as indicative of the special error due to processing by mailing address. 
Expressing the difference as a percentage of taxes payable by mailing 
address, the error is seen to vary between .08% for Saskatchewan in 

1973 and .63% for Alberta in 1973. Allowing for a somewhat greater 
variation in the differences of provinces not investigated at the 
provincial level, the margin of error due to mailing address in the 
estimates of provincial taxes payable is estimated as not exceeding 


plus or minus 1%. 


Similarly, the difference between provincial taxes assessed under final 


entitlement and the estimates of provincial taxes payable by province of 
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residence is interpreted as indicative of the general sampling error in 
the Green Book estimates of provincial taxes payable. Measured on this 
basis, the sampling error generally is less than 1%, but for Alberta 

1973, the error is 1.25%. In other words, the margin of sampling error 


may be as high as plus or minus 1.5%. 


At the federal level, only the difference between Green Book estimates 
of federal personal income taxes payable by "province of residence on 
December 31" and by "mailing address" could be compared. These 
comparisons are made in Table 22. Not surprisingly, these differences 
are not significantly different from the comparable differences in 
provincial taxes payable. In other words, the special error, due to 
processing by mailing address, in the Green Book estimates of federal 
personal income taxes payable, by province, is also estimated at plus 


or minus 1%. 


The general sampling error in federal personal income taxes payable, 
could not be estimated on the basis of accurate information on federal 
taxes assessed. However, it is reasonable to assume that the 

sampling error in federal personal income taxes payable is similar to 
that found for provincial taxes payable. In other words, the sampling 


error is assumed to be plus or minus 1.5%. 


At the city level, Green Book estimates of total, i.e. including both 
federal and provincial personal income taxes payable, could be compared 
with accurate information prepared by the Department of Revenue. These 


comparisons are made in Table 23 for taxation years 1972 and 1973 for 
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each of the five selected cities. From this Table, the error can be 
seen to vary between .47% for Winnipeg, 1972 and 3.37% for Moncton, 
1972, indicating a possible margin of error of plus or minus 3.5%. 
This conclusion, however, would be valid for the five selected cities 
only. If a much larger and more varied set of cities had been 
examined, the approximate error in the estimates of total personal 


income taxes payable from cities might have been different. 


However, these measures cannot be interpreted as indicative of general 
sampling error and special error in the estimates of federal and 
provincial taxes payable from these cities. Sampling and special error 
may be different in federal and provincial taxes payable from cities, 


but to separate the two, certain assumptions must be made. 


The first assumption made is that the general sampling error at the city 
level is not significantly different from the sampling error in the 
estimates of taxes payable for a province as a “ROHS. However, 
sampling error at the city level will tend to be somewhat greater rather 


than smaller than at the provincial level. 


The second assumption relates to the special error due to "mailing 
address", which is more difficult to compare with the corresponding 
error at the provincial level. In fact, strictly speaking a comparison 


cannot be made, since the data necessary for arriving at a reasonably 


This assumption is based on the relatively large size of the cities 
examined, as well as the stratified sampling techniques used 
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independent estimate of the error at the city level is not available. 

To make such estimates would require information on provincial taxes 
payable from cities to provinces other than the province in which the city 
is located. Ideally, these provincial taxes payable to "other" 

provincial governments should be available for each of the provinces 
involved, at least for aggregate data at the provincial level. In other 
words, the size of the special error at the city level can be argued but 
not estimated to be higher than at the provincial level. If the 
assumption is made that the special error, at the city level, in the 
estimates of federal and provincial (personal income) taxes payable is 
three times the size of the corresponding error at the provincial level 
(which was estimated at 1%), this would result in a margin of error at the 
city level of approximately plus or minus 3%. This margin of error is 
felt to be reasonable in view of the available information, subject, 


however, to one additional consideration. 


At the provincial level, province of residence on December 31 of the 
taxation year being assessed is an important item of information on any 
tax return filed. This, in fact, determines to which provincial 


government provincial taxes assessed accrue. 


At the local level, a corresponding piece of information would be place 
of residence on December 31 of the taxation year being assessed. Since 
this information is not relevant to existing federal-provincial tax 
collection agreements, it is not recorded on tax returns filed. 
Nevertheless, in the context of this study, the question must be asked 


whether taxes payable from cities should, in principle, be based on 
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"ylace of residence on December 31" or whether some other basis might be 
defined. Since this is an entirely open question, no attempt has been 


made in this study to answer this question one way or another. 


For the purpose of the present disaggregation study, the quality of 
source data from Green Book Taxation Statistics appears to be adequate. 
For Canada as a whole, the margin of error in Green Book estimates of 
federal personal income taxes payable probably is less than plus or 
minus 1%. At the provincial level, the margin of error in Green Book 
estimates of federal and provincial taxes payable is somewhat greater, 
possibly between 2% and 3% (plus or minus). At the city level, the 
margin of error is not expected to exceed plus or minus 5%. However, 
a reasonably independent estimate could not be made due to inadequate 


information, in particular on provincial taxes payable from cities. 
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Table 22 


Federal Personal Income Taxes Payable 


By Province of Residence and By Mailing Address 
Selected Provinces, Taxation Years 1972 and 1973 


(in millions of dollars) 


1972 


New Brunswick 
Ontario 
Manitoba 
Saskatchewan 


Alberta 


Ley Bs 

New Brunswick 
Ontario 
Manitoba 
Saskatchewan 


Alberta 


source: Revenue Canada Taxation - Taxation Statistics, 1972 and 1973 


Basic Tables, Table 5 
2 ibid, Basic dablesy Table 1 


410 


Table 23 
Total Personal Income Taxes Payable 
Selected Cities, Taxation Years 1972 and 1973 


(in millions of dollars) 


reer Tete Department Difference 


Taxation Year 1 of Revenue 
Sample Full 2 ° 


es 
Moncton 
Toronto 
Winnipeg 
Saskatoon 


Edmonton 


Ups! 
Moncton 
Toronto 
Winnipeg 
Saskatoon 


Edmonton 


Source: | Revenue Canada Taxation, Taxation Statistics, 1972 and 1973, 
Basic Tables, Table 5 


2 R. W. Adams, Chief, Revenue Canada, Statistics Section, 


Letter to G. deKoning, Director - Special Studies, Tri-Level 
Task Force on Public Finance, July 25, 1975 
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The Boundary Problem 


Green Book Taxation Statistics provide information on federal and 
provincial taxes payable from cities, including the five cities (Moncton, 
Toronto, Winnipeg, Saskatoon and Edmonton) selected by the Tri-Level 

Task Force for its special studies. However, with the exception of 
Saskatoon, the boundaries adopted by Revenue Canada for these cities 

do not coincide with the boundaries adopted by the Tri-Level Task Force 


which coincide with present municipal boundaries. 


For example, Toronto, as defined by Revenue Canada for the purpose of 
analyzing individual tax returns, includes places such as Markham, 
Richmond Hill and several others, all located in what is now the 
Regional Municipality of York. Similarly, Moncton includes Dieppe, 

St. Anselme and several other relatively minor places. Winnipeg nearly 
coincides with the present City of Winnipeg boundaries but still 
includes East and West St. Paul. Edmonton includes a rather long list 


of places located in several counties surrounding the City of Edmonton. 


To investigate the seriousness of the boundary problem required an 
identification of places included in Revenue Canada boundaries but 
outside the Tri-Level Task Force boundaries. Having done this, a 
measure of significance needs to be developed. Ideally, this measure 
would be "taxes payable" by residents of these outlying areas. However, 
this information was not available and the percentage population of 
these outlying areas was chosen as the best available substitute 


measure. 


Al2 


Table 24 summarizes 1971 Census population data of the areas concerned 
and calculates the percentage population living in the areas outside 


Tri-Level Task Force boundaries but within Revenue Canada boundaries. 


As shown in Table 24, the Saskatoon boundaries used by Revenue Canada 
coincide with the boundaries adopted by the Tri-Level Task Force, 
whereas the difference in boundaries is relatively minor for Winnipeg. 
However, for Moncton, Toronto and Edmonton, the differences are such 
that Green Book estimates of taxes payable from these cities are grossly 
overstated if taken as taxes payable from these cities defined by 
Tri-Level Task Force boundaries. In other words, for these cities an 
adjustment to Green Book estimates of federal and provincial taxes 


payable should be made. 


Implicit in the adjustments made is the assumption that the percentage 
population living in the areas excluded is approximately the same on 


December 31, 1972 and 1973 as it was on the date the census was taken. 


This may or may not be the case. The implicit assumption made 

therefore introduces a possible error in the adjusted taxes payable 

from these cities. However, it was not possible to estimate the probable 
size of the error involved. This would require some information on 
population growth rates of both the city itself (as defined by Tri-Level 
Task Force boundaries) and the areas excluded. Since this was not 
obtainable within the time available no attempt was made to apply 
differential adjustments in each of the cities involved, or to estimate 


the possible error arising from the assumptions made. 
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A second, more obvious assumption is that, on average, the areas 
excluded have taxable incomes similar to the average for the entire 
area. In other words, that the share of personal income taxes payable 
is approximately the same as the percentage populations of the area, 
both being expressed as a percentage of the entire area. This, too, 
introduces a possible error in the adjusted taxes payable by Moncton, 
Toronto, and Edmonton. However, unless there is a high concentration 
of taxable income in the areas excluded, the error introduced is not 
expected to be significant, e.g. not to exceed plus or minus 1% of the 
adjusted taxes payable of each of the three cities for which the 


adjustment is made. | 


The adjustments made are shown in Table 25 which gives both the 
unadjusted and adjusted personal income taxes payable from the five 
cities included in this study. Table 25A shows the adjustments 


made for taxation year 1972 and Table 25B for taxation year 1973. 


In conclusion, the boundary problem does not represent the most 
serious problem encountered. Reasonably accurate adjustments can 

be made to existing data, while in the future much more accurate 
estimates will be possible when Revenue Canada implements the postal 


geocoding system for identification of the urban region boundaries. 


ae a pl a cs EN el Ee a ee st en 


From the available Census data on per capita incomes it appears that 


the average income of the areas excluded is somewhat lower than the 
per capita income of the areas falling within Tri-Level Task Force 
boundaries 


4\4 


Table 24 


Population of Selected Cities 


Using Revenue Canada and Task Force Boundaries 


(Population figures are in thousands) 


Outlying Areas 
| as Percentage of 


Population Living Within 


Revenue Outlying Revenue Task 
Canada ] Canada Force 
Areas Boundaries! Boundaries 


| Boundaries| Boundaries 


Moncton 64,276 54,799 9,477 


Toronto 252 Ad On es OO se 128,758 


Winnipeg 540,681 ioe iyo Wi: 5,464 


Saskatoon 126,449 126,449 


503,035 438,152 64,883 


Edmonton 


The term "Outlying Areas" is used in this table to indicate 
those areas which are outside Task Force boundaries but 
within Revenue Canada boundaries 


Source: 1971 Census Population Data 
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